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At TSYS, we've just finished one of the most remarkable years in the history of our company.

One year ag:o, we were bracing for the departures of two major clients, arid grappling with how to increase our
revenues and reduce our expenses to continue our growth. Frankly, it wasf one of the most difficult challenges
our team has ever addressed, Now we're ready to close that chapter and look ahead. Our leadership team has
demonstrated impressive discipline, prudence and wisdom in achieving ciur goals for 2006 and a respectable
outlook for 2007. |
‘ |
1
l
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} All executive photographs were taken in the G8 Summit Room at The Cloister at Sea Island, Georgia.
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In 2006, the TSYS team execuzed some of the most complex
conversions ever conceived in'the payments industry, and we
did so with minimal risk and disruption for TSYS+and our clients.
We've added a total of 91 million new accounts for 18 new
clients and program launches in 2006, and revenue-generating
activity on a total of 416 million cardholder accounts at year-end
surpassed our expectations, in large part compensating for the
client departures we experieni:ed. For instance, total processing
volumes during the peak holiclay-spending period increased
12.8 percent*, boosted by netwv clients like Capital One
Financial Corporation, The Toionto-Dominion Bank and
another significant prlvate-labnl retailer, among others.

In addition, TSYS achieved a riew single-day processing

record of more than 70 miilliors transactions — a milestone
surpassed on three separate clays in the peak season.

This better-than-expected yeer-end result was one of several
key factors in our financial performance for the year. Net
income reached $249.2 million in 2006, a 28.1-percent
increase over 2005, on total revenues of nearly $1.8 billion,
an increase of 11.5 percent. Tnese results included the
financial impact for the early t=rmination of a large

contract, which had been antizipated since late 2005.

However, it's also important te: understand our financial
performance excluding the tctal impact of that termination.
Disregarding the effect of thetermination, total revenues
increased 7.5 percent to $1.7|bilfion and net income increased
7.1 percent to $208.3 million in 2006. This perspective results
in a more comparable forecast for 2007, which we raised in the
first quarter. Excluding the eaily-termination considerations,
we expect net income will incfrease 14-17 percent on total
revenues that are expected t¢ increase 2-5 percent compared
to 2006. In contrast, based ori generally accepted accounting
principles {that is, including the total impact of the early-
termination considerations}, vie expect net income and total
revenues will decrease 5-3 percent.

As this forecast implies, we have learned to generate

value for our clients and shareholders even in the midst of
challenging business cycles. llknow how hard the TSYS team
has worked every day to achiizve our financial goals, and we
have accomplished i |mpressna'=1 results in our quest for new
revenue opportunities and operatlng efficiencies. In addition
to new clients like Capital On:a, a top-five global issuer, TSYS
also won relationships with other financial institutions such as
Wachovia Corporation, Bancc;) Popular de Puerto Rico and
Rabobank of The Netherlands, among several others.

*Year-over-year increase for the pericd from Nov. 1, 2006, to Dec. 25, 2006.

We've experienced more impressive international
expansion this year than ever, including the launch of an
unprecedented number of prepaid programs in Europe
and Japan. The acquisition of TSYS Card Tech, Ltd.,
dramatically expanded our geographic footprint, placing
TSYS in 75 countries and strategically bringing access to a
critical blend of issuing and acquiring technologies in close
proximity to important markets worldwide. The demand for
services from TSYS Card Tech is exciting.

In the Asia-Pacific, industry analysts credited TSYS as the first
and only third-party processor in Japan to offer multi-currency
support through an innovative debit product for two'of Japan's
most recognized companies: Toyota Finance Corp., the finan-
cial-services division of Toyota Motor Corp., and Nikko Cordial
Securities, one of the largest securities firms in Japan. After
warking patiently for years toward a breakthrough, a second
agreement followed soon after, to process a prepaid card for
United Cinemas in Japan.

Similarly, last year's breakthroughs in the People’s Republic

of China were exciting as well. At year-end, China UnionPay
Data Co., Ltd. (CUP Data), in which TSYS holds a 44.5-percent
equity investment, reported 30 credit- and debit-processing
agreements. This includes three of the four largest issuing
banks that use outsourced services. In the years ahead, China
will continue to develop as one of the world’s most dynamic
emerging markets, and is projected to comprise over 20 per-
cent of the financial cards in circulation by 2009, according to
projections by Euromonitor International.

TSYS expanded its office in Spain, and added new offices in
Cyprus, United Arab Emirates and Malaysia. Additional new
offices in India, Germany, Italy and France are planned

in 2007.

TSYS is pursuing new technology markets with the same
intensity as new geographic markets. Several examples
highlight cur progress. TSYS now ranks as the No. 1 processor
of transaction-enabled healthcare cards, supporting nearly

11 million accounts for one of the nation’s leading custodians
of health-savings accounts. We are continuing to streamline
processes behind payments in the healthcare industry,

We're also supporting the efforts of Green Dot Corp. — a
pioneering client that has driven nationwide distribution

and acceptance of Visa, MasterCard and Discover prepaid
cards for underserved consumers — to implement a new
product and broaden its reloading network with one of the
world’s largest retailers.
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In a relatively shor't span of time, Enhancement Services!
Corporation (ESC Loyalty) has transitioned from

a loyalty- fulflllmeht prolvlder — the company that redeems
your loyalty pomts in exchange for merchandise or travel -
toa full -service Idyalty-processmg and consulting partner
with a new teclhnology platform ESC Loyalty has relatlohsh|p
with several household nalmes in banking and retailing,
mcludlng a new rt relatlonsh|p with Capital One, which is
knowh as onelof the most innovative loyalty players in the
credit-card mdustry |

i
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TSYS Acqumng Splutlons has focused on securing

future revenue streams by renewing long-term agreements
with six of its Iargest clients. Investments in product develop
meént resulted fin new serwl:es for contactless payments, |
merchant cash ad\.ﬁanceI multl-currency processing, enhanced l
merchant statemellnts expanded reporting capabilities, and a
smgle Internet- balsed interface for rapid start-up and mainte-
nance of mercharllt accounts Underscoring our comm:tment
to' excellence in data- protectron standards, TSYS Acqu:nng
Solutlons alsd Iachleyred cnltlcal industry security certlﬂcatlons
Lookmg ahead TSYS Acqumng Solutions will fully mtegrate !
Dlscover Networklcard accleptance into its product offenng

and i |s mapping out strategles for international processmg

TSYS processed nearly 13.2 billion issuing and acquiring]

monetary trans;actl:onslm 2006. But because of the evolving
capacity of our company |r? 2006, we have considered every
conceivable opportumty for expense savings and operating

efficiencies. Some of those successes deserve your attenltlon

We have reduced the total number of mainframe compulters 3
and storage dewcllas in ourldata centers by renegotratmg Ieases
and service agreeﬂqents wrth our technology partners, which

positions us tojmore efficiently manage processing volumes |
dunng the transition of large clients. l ‘ I
We are thmklng srlnartly abput employment costs. TSYS | .
reduced headcount by3 percent in 2006 {excluding the |mpact
of acqwsrtlons) We will tontinue to hire for critical positions

Lo
while ellrnunatmg ﬂtherslpnlmanly through attrition. Headcount!
Wlll continue to receive close scrutiny throughout the year

in 2007

As you consude|r your TSYS investment in the years ahead
you should be aware of several important themes behtnd
our growth strategies. - . .
| .
. | 3

| |
In recént months,  we have worked diligently to demonstrate to|
our clients and prospects that the value their relat|onsh|p with

TSYS bnngs across'; thelrlfmancual enterprise cannot be matched
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by other competltors in the marketplace We have existing
relatronsh|ps wuth 1I 1 ‘of the world s 20 largest bankls | believe
that our dlscu55|ons wuth others in that category eventually will

lead to, Iong “term relatlonshlps wrth TSYS.
i | l !

Adding 'II'SYS Card Tech’s techlnologles o our suite of services
rmprovesI the value that TSYS can profltably dehver toa™
broader range of flllnanCIaI |n5t|tut|ops especially those in
emerg|ing markets worldwmle Sowe will continue to refine
our propositions for processmg relatron5h|ps to more
effectlvely target clients of all sizes, |n virtually any market
around the worlcl| [ |
. ; i

Over time, cl>ur TSZ0 payments englme has become recognized
as the mdustry’ "gold standard" for payment technology
We don t take that' for granted As you ‘Il read in later pages,
we are creatlng dur v:s:on flor the next generation cIJf payment
technologles, a senes of m~||provements that will transform the
quality and value of our chents mteractlons with TSYS, as well

i l
as the quahty of experlence that they provide their,customers,
1

S|m|lar|y, we have ldentlfled severalI expansion opportunmes
that would complement orenhance our current opleratlons
These lnclude expandmg our consultrng franchise \lmth
mnproved data analytics and new acquiring services and
technolpgle[s, amohg‘others. ; .

| i : ' .
We do not make declsions or set strategies with a quarter-
to-quarter rmndset We areI in busmess to create lalstlng,
Iong-term relatlonshlps — \Imth our cllents and W|th our
shareholders Our goal is to deliver consistent earn:ngs
growth that ranks TSYS soIrdIy among the growth clompanles
in the world'of finahcial technology Considering the totality
of our busmess tolday ! belleve that we are strongly
posmonled to ach|elve‘ that goal I

On behalf of TSYS team members worIdwnde it's My privilege
to thank you smcerely for your support of our company
through the' years. bl
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Respect\FulIy,

| [ ] ;

PHILIP \W. TOMLINSON |
Chanrmar? of the Board & Chief, Exel-cutnve Officer i
e
| ‘




Financial Highlights

{dollars in thousands)
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Revenues, before Operating income Net income
reimbursable items* '
(dollars in thousands, except per share data) 2006 2005 % Change
Revenues, before reimbursable items* $1,434,433 $1,289,790 1.2
Total revenues 1,787,170 1,602,931 11.5
Operating income 357,082 287,129 24.4
Net income 249,163 194,520 28.1
Basic earnings per shara 1.27 0.99 28.3
Diluted earnings per share 1.26 0.99 28.3
Return on average equity 26.5% 24.4%
Operating margin ° 20.0% 17.9%
Net profit margin 13.9% 12.1%

* Reimbursable items include i:‘a'yrhents from clients to TSYS for “out-of-pocket” expenses, such as pastage.




you make money —
lafn the lbasics?

.

| | |
TSYS is paid for, the services that are applied to processing
authorizations and transact:ons — nearly 9.2 billion and
13.2 billion, respectuvely, in 2006 — but not based on the
value of the purchase itself. Here's a simple overview of the
core services that TSYS prowdes to issuing and acquiring
institutions. ; |

Apply and approve When a consumer applies for a card,
TSYS evaluates credltworthlness and creates an account
record based on cu\storner specn‘:catlons TSYS then creates
the card and mails i ||It to the ¢ consumer.

\
Swipe and verify. When a consumer spends with the card,
TSYS routes the|trar|sact|on through the payment network.
Then TSYS transfers payment to the merchant overnight.
TSYS also sells payrhent termlnals and supports the
merchants' p0|nt -of:sale equupment :

Authorize, Wherlt thle card |s{swiped the authaorization
engine at TSYS approves;or declines the transaction based
on parameters of the cardholder's account, such as credit

1
limit, available funds or relatlve risk of fraud.

Settlement. TSYS routes payments between the card-
holder's issuer and tlhe merchant s acguirer through Visa,
MasterCard or other networks assuring that everyone
is properly paid atthe end of the day.

C

"We live and work in a growth industry, and it will
continue to grow as long as cash and checks are
being displaced by electronic payments. The key
to staying ahead'of the curve is knowing your
customers and accurately anticipating their needs

everywhere they compete.”

! LT |
[ WILLIAM A. PRUFTT, lenr’or executive vice president & chief client ofﬁcer]

s . .
ale ale s @ 4 4 44 e st sttt E sty
1

‘ Statements TSYS produces and mails monthly account

, patterns and prefereqces . This can be the heart of the
' relatlonshlp between the flnandal institution and the

|
tustomers demand ever- greater utility.

* Rewards. Most lnstltutlons employ loyalty and rewards,

]
.custorners” and merchants problems efficiently, often in
‘real time. Workflow management tlechnology places a |

contact center? worldW|de ; !

L

1
| e
|

L T R A S A )

statements toI cardho!ders and merchants, including nearly
one-half bnlhon customer statements in 2006. TSYS aiso
produces other promotlonal materlals that are included

in the statements. v
‘t

Behavior analysls TSYS offers analytrca! technologies

to helpi |ssuers understand their customers’ payment

merchant or consumer, as the institutions seek to capture
greater value from thelr existing customiers and their

strategies to attract and retain the best customers, TSYS
offers banks and retallers technology, consulting, customer
support and fulfrllment for their rewards programs.

Customer service. Our. n‘ntegrated software engines Il
empower the financial institution’s service agents to solve

holistic view of the customer relationship at the agent's) i

fingertips. F|nan(:|al InStIItUtIOFIS often outsource these

customer- serwce functlons to TSYS, which operates l
l
I
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' I‘\Jk’Ve often sé\y that TSYS has become
!

!é global provider of payment services

flf for any market in the world. From

i
1
| lour roots as an innovative partner for

|cred1t-card tpoohos TSYS now
- 1
il

tools and coimplementar servuces
i | | P y

{'delivers a wide range of new payment

: = provrdmg critical expertlse and

I technology for acquirers'that enable
1 merchants to accept electronic

| payments and issuers that provide

payment products to consumers.

| I

b {

From the gas pump to the
tune -up, wie understand what
n lt takes to keep your adventure

j on the road — even when

4 there 's no room for a wallet.

l
'
I
b

: |
: a i . \ , VT 3 : ' |
st ] e Xy T L N 11 K : o

|
The Real Value of Loyalty . ‘
| .
REWARDS A REDEEMERS
Monthly Spending Levels : Manthly Spending Levels
$3.000
2,500
3 . .l 355%
° $2,500
$2,000 '
32,000
$1,500 e Without Customers who do
i rewards $-i’500 - not redeem points |
With : Customers who do
$1.000 m rewards $1.000 - . redeem points
500 $500 [

! Banks

Source: ESC Layalty proprietary portfolio comparisons of selected client:
‘ i
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Our diversification strategies at TSYS have focused on
filling gaps \.}'ith complementary new products, reaching
new countrles and delivering services that create greater
value among our existing cliens.

Revenues from acquired busine:sses — acquiring, loyalty
and others — collectively haveincreased at a 68-percent
compound e;mnual rate over the: past four years. To
continue wmnlng market share/from competitors,

TSYS s extendrng its presence ‘across the payments
chain and penetrating new markets with support for
new products like contactless payment devices and
prepaid cards.

International expansion offers zttractive channels to
increase revenues and profltab]llty while reducing

our dependence on the Ur'ntecI States as a primary
market. Over the next five years, TSYS aims to become
the preferred consumer-finance: processing company
anywhere we do business. The‘goal will require greater
discipline in ‘pursuing multiple Country strategies at
once, patient planning for long-term results and savvy
discernment when deciding anong build, buy or
partnership approaches.

"As the velocity of innovation and competition

in the payments market increases by the day,

it's more important than ever for TSYS to maintain
its position as a trusted agent that institutions can
rely on to tap greater value from their portfolios

and offer greater utility to their customers.”

As a result of our efforts to branch out in recent years,
TSYS is positioned to provide service and support to

the customer account from its initial acquisition to final
collection and every stage in between. One example:
Recent enhancements in portfolio analytics at TSYS

are enabling our clients to quantify the power of an
efficiently managed loyalty program, in which the monthly
spending of cardhelders who redeem loyalty points can be
three ar four times greater than those who do not.

From our traditional strength in credit cards, TSYS is
positioned to capitalize on the 38-percent compound
annual growth projected for all forms of prepaid
applicaticns, an opportunity that’s expected to capture
$236 billion in spending by 2009, according to Mercator
Advisory Group. And with a strategic blend of technology
choices now available through TSYS Card Tech, we can
bring multinational financial institutions to emerging
markets or serve existing institutions in those markets
with incredible efficiency.




[ GAYLON JOWERS JR!, president, TSYS International ]

With promising revenue opportunltles in foreign markets,

- we are methodlcaliy focused on investing in long-term
client relat:onshlps around the world. Between 2004
and'2009, for example the Asia-Pacific region’s share '
of card-based transactlonls is expected to expand from
38 percent to 53 percend a much faster rate than North
America. We've made excellent progress to date: TSYS |
has relat|onsh|ps Wllth 11 of the world's 20 largest ﬁnanoalr
institutions (by asset 5|ze) with encouraging business !

opportlnities among many of the rest. j

| 1]

Emerging mlddle-class populatlons around the world

are a powerful forceI drwmg our expansion to global

markets. Broadly spleaklng frpm our experience, these T

countries have fewer cards per person, and the financial .
1

I
institutions’ portfohos requ|r|e rore supporting services,
which generate hlgher revenues per account. Reqgulations.

and competmon in ItlheseImarkets also are evolving rap|dly,
often resulting i in favorable opportunltles for TSYS.

L]

|
AL TSYS, revenues flrom |nternat|ona| services have
generated 37- percent compound annual growth

since 2000. Several hlghllghts in 2006 were notable:

I

il T
| ,

‘ |
|

orie about TSYS becoming

IH
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l
l
|
|
|

yet?

| ‘ :
“By combihing ourcompany’s distinctive blend

of service and technology with respect and
understanc:iing for Ibcal business cultures,
TSYS aims to be considered the preferred
partner in every market where we compete

around the world:"

1 |
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1. CUP Data, in whlch TSYS holds an equ:ty investment,
now prO\ndes processmg services for three of the four
largest i |ssumg banks that. outsource this work. CUP Data
estirates that it suppb}ts 90 percent of the credit
accounts that are outsourced |n Chma at this time.

. Thls year, TSYS became the only th|rd party processor
|n Japan capable of supportlng multi-currency products

1 with an |nnovative deblt program launched for Toyota

. Finance Corppratlon and its partner, Nikko Cordial

Securities, one of Japans |argest securities companies.

Japan is the Nol 5 global market for card-based

payments (bylpurchasl.e volume) apd the Asia-Pacific

region ranks the second fastest-growmg global market
for card- based payments ! |

| I

. TSYS Card Tech ] platform enables TSYS to provide

, more issuing and acqplrmg solutlons for more diverse

1 clients in more markets than ever before TSYS Card
Tech srgnlﬂcantly expanded the companys geographic

- footprint and cllent bade with operatlons that are in

" close pro><|m|ty to ma ﬂy e'merglnglpayment markets.

|
|
l o
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ow are you leveraging the\

|

affiliate companies|

acquwed in rec
formaxmum growth'?|

Addressing the integration of affiliate operations in a
comprehensive way allovlvs os effectively to align our
growth strategies with a solutions-based sales approach.
ESC Loyalty, for’mstance1 was expanded from a loyalty- |
fufillment company toa loyalty -processing company,

and its new platforr? has |been integrated with other
systems at TSYS. As a result, lin ane of the years
highlights, ESC Loya!ty won Capltal One as a new !
client for loyalty Services. |An[other highlight: TSYS

Debt Management: achleved record revenues

for the year. i !

| \
We have accomplisﬁed new operating efficiencies

across the afﬁhates Iorgamzr:mons These efforts include !
shifting some call ct‘enter actlwties to more cost-effective
geographies sucP as the, Ph|||pp|nes or other "right-shore”i
locations, while others were consolldated in the United
States to improve ut||:zat|on of existing domestic

facilities. For TSYS Card Tech'and other affiliates, we

I
are consohdatnng smaller data facilities and processing

activities into the' prulnary i:iatla centers owned by TSYS.
Migrations to secure{TSYS networks are underway.

ne
I
]
I
Lo
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ent years
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“TSYS is creating a comprehensive added-value

who they are dealing with, or when or where.”

. | ,
experience for our clients that is the same regardless
of the technology environment they choose for their
. | : _— .
business needs. \lNe believe that our clients’ experience

with TSYS should: be consistent and unified, no matter

Across the afﬂhates organlzatlons, proven processes
were |mplemented fori |55ue resolution, security,
software development and m|grat|on Such decisions,
like consolldatmg help—de;sk support for all affliates’
clients, have rals;ed the qualuty and performance
standards of their operatlons

[
We have focused on “cross-pollinating” the affiliate
organizations wrth veterarlts from TSYS, to implant mere
knowledge about the way we do business, our passion
for client relatlonshlps and quality service, and our
business processes. Consohdatmg ProCard® and
E-Business Serv:ces dlws::oins to establish TSYS iSolutions !
is one example. Its respected Credit Care application is
the technology behmd Barclaycards Sky Card, which was |
recognized as | Best CRM Initiative of the Year” at The I
Credit Card Awards 2007, 'based in the UK.

We also are cross polhnatlng technolog:es applylng TSYS

| l
Card Tech's server based archltecture and applications to
strateg|c~growth opportunltles in multtple global markets.
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Diversifying TSYS Revenues.

2002 REVENUE MIX

D Core Processing

D Affiliated Services

2006 REVENUE MIX
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* Pro forma, fnduda'n!g TSY3 Acquiring Solutions before acquisition in 2005.
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if TSYS is a

IMProVl

relationship-oriented partner,
how are you constantly

ng the quallity ot

the client experience?

P N L I IR N R SRR B B R BN PR A A ]

Qver the past three decades, th= predominant factors

in our clients'{spending decisions have evolved from
relationships and service, to fundtionality and speed

of delivery. Today the best total value for the best price

is added to the equation. In response, TSYS has adopted
several gt.udlng principles that aoply to our client
relationships..

1, Take full responsublllty for evary action, including
issues outside of daily duties. For exarnple, TSYS has
1mp|ement|ed a wide range of security enhancements
this year to{ improve safeguards for client data, secure
data transfers and even encryot e-mail. In today's
business environment, every [>erson plays an active
role in enterprise risk management.

2. Build relationships by listening and talking with
our cllents‘ and with each other. We're creating a
more con5ultat|ve atmospherz that’s intensely focused
on the dlients’ strategies and anticipating their needs
for future g'rowth and profitabiility. We are learning our
clients’ business and how they make money in greater
depth. We are learning to speak their language to

better serve their needs.

“Ordinary people have done extraordinary things
throughout our history, yet we're still willing to
enhance the fiber of our company. We have focused
on relationships to build a trusted reputation and
technical skills to build the best products. Now we're
focused on creating the best value for TSYS and our
clients with every investment decision.”

3. Deliver advice and solutions with confidence. Clients
respect our experience with payment systems; that's why
they dermand our advice and counsel. We are keeping
the balance between sharing that expertise more
assertively and retaining our service-oriented attitude.

4. Share knowledge and experience to make others
successful. We've formalized the processes for
spreading the institutional knowledge of TSYS experts
across the enterprise. We're more actively involved in
internal coaching and sharing more tessons learmned
from our client relationships more often.

5. Think like a client, act like a shareholder. We are more
focused than ever on the details behind how we make
money, so that we can think and act in simple, strategic
terms. And much like lean manufacturing focuses on
removing unnecessary steps, we are focused on
eliminating redundant technology processes, which
reduces risk and expense.

“ e b b
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Great teams execute dlvers1f|ed interconnected strategies
in pursuit of thew goa'ls Ear?y in our history, our goal was
to provide our lcllents wuth the industry’s most advanced
credit-card technology that enabled them to deliver and |
derive greater \I/ald:e throluglh their customer relatlonshlps
I 1

Mastering the tlaas:cs of secure and reliable delivery of
payment services over t||me: has opened avenues to
demonstrate our passmn for innovation and integrity.

The marketplacle rﬁpeatedly has affirmed that the peop'ue
of TSYS dellverlsuperlor service and technology. Our
clients have defined these core strengths as their maost
fundamental relquurements [leading to an enterprise-wide
value proposition: TSYS chents tend to grow faster than

their competitors. | |

TSYS is known as the team that listens. We are creating

centers of excellence and |r}n0vat|on labs to develop new
ideas collaboratwely W|th our clients. We are focused an
developing a V|SIOn for the next generation of payment

technology. .
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“During three decades of service to clients, TSYS has
earned a reputation for bringing innovation to the
payments indust:ry. That will never change. We continue
to collaborate with our clients, keeping a keen eye on
the marketplace to define the next generation of
payments technology. Integrating payment systems
will be the key, and we plan to be a significant player.”

T =

|
We believe that business strategles should drive ‘
_technology — Iand techr%o'logy shouild not be the
limiting factor. To maintain our position as purveyor of
" the industry’s “gold sta'ndard in processing technologies,
each year we allocate a substantial percentage of

revenues 1o new development efforts. '
\ ! i

We are worklng to 5|mp||fy our cllents interactions with !
our people and our sysltems le) that business with TSYS

is easier and mlore eﬁlcllent Secondly, because we under—
stand that many institutions struggle to maintain dlsparate
legacy systems we enV|5|on a technology environment

in which these multrp!'e:pllatforms ¢o-exist and exchange
information without artificial boundanes ]

If we can ultnmately 5|mp||fy the structure of the flnanual
institution’s c05tly T sysltems then we can enhance the j
customers experience thhout dlSTUpthﬂ TSYS works
behmd the scenes on our chents behalf, but the
"customer’s payment experlence remains constantly

in the spothght
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Our vision is to be the leading global payment-services provider. We provide many
of thé world’s best-known financial institutions greater returns from their payment

franchise:s through stronger marketing, control of fraud and risk, improved efficiency
in customer service, delivering loyalty programs to consumers at the point of sale ‘

[}
|

"""" R and streamlined processes for healthcare transactions, among others.
i |

Just'as one elegant innovation has transformed music for rush-hour
therapy, so are we working on new ideas in payments that will simplify

the way.we navigate our lives every day.
i

; | "5

Consumer Payment Transactions

- 157

2005

[} Other
B Debit
7] credit
B Cash
B Check

Source: “he Nilson Report.




Standing, from teft;

James D, Yancey
Chairman of the Board, retired
Synovus

W. Walter Miller Jr,
Group Executive, retired
TSYS

Richard E. Anthony**
Chairman of the Board &
Chief Executive Officer
Synovus

Richard Y. Bradley |
Attorney at Law
Bradley & Hatcher

Richard W. Ussery
Chairman of the Board, retired
TSYS

James H. Blanchard
Chairman of the Board &
Chief Executive Officer, retired
Synovus

Chairman of the Executive
Committee

TSYS

G. Wayne Clough |
President [
Georgia Institute

of Technology I

|
r
|
1
1
i

Directo rs

Walter W. Driver h.
Chairman-Southeast
Goldman Sachs & Co.

John P lilges III*

Senior Vice President, retired
The Rabinson-Hurmphrey
Company, Inc.

Gardiner W. Garrard Jr.
President
The Jordan Company

Alfred W. Jones I}
Chairman of the Board &
Chief Executive Officer
Sea Istand Company

Rebecea K. Yarbrough
Private nvestor

Kriss Cleninger Il
President & Chief Financial Officer
Aflac Incorporated

H. lynn Page

Vice Chairman of the Board,
retired

Synovus

Mason H. Lampton
Chairman of the Board
Standard Concrete Products

John T. Turner
Private Investor

|
Seated, from left: i
|
|
|

Richard H. Bickerstaff*,
Manager |
Broken Arrow Land
Company, LLC

Lovick P. Corn*
Advisory Director
W.C. Bradley Co.

M. Troy Woods l
President & .
Chief Operating Office
TSYS !

Philip W. Tomlinson |
Chairman of the Board.&
Chief Executive Officer
T5YS |

Griffin B. Bell*
Senior Partner, retired
King & Spalding, LLP {

George C. Woodruff Jr*
Real Estate Developer |
|

Sidney E. Harris
Professor

Georgia State University,
J Mack Robinson College
of Business

Not pictured:

Thomas G. Cousins*
Chairman Emeritus
Cousins Properties, Inc.

Samuel A. Nunn*
Co-Chairman &

Chief Executive Officer
Nuclear Threat Initiative
Distinguished Professor
The Sam Nunn School
of International Affairs,
Geurgia Institute of
Technology

William B. Turner*
Chairman of the Executive
Committee, retired
Synavus

Chairman of the Executive
Committee, retired

W.C. Bradley Co.

*Emeritus Director
**Advisory Director
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TSYS Leadership

EXECUTIVE MANAGEMENT

William A. Pruett

Senior Executive Vice President
& Chief Client Officer

Philip W. Tomlinson
Chairman of the Board & .
Chief Executive Officer

G. Sanders Griffith Wl
‘, General Counsel & Secretary

M. Troy Woods
President &

Chief Cperating Officer
Connie C. Dudley

Executive Vice President,
Product & Client Development

James B. Lipham

Senior Executive Vice President
& Chief Financial Officer

. Stephen W. Humber

' Executive Vice President

& Chief Technoiogy Officer

Kenneth L. Tye
Senior Executive Vice President
& Chief Information Officey,

GROUP EXECUTIVES e

Bruce L. Bacon
Ronald L. Barnes
Barton R. Bright il
Anthony W. Hodge

Total System Services
Holding Europe, LP
Kelley C. Knutson
Managing Director

Hitoshi Kondo
President

Jeanne A. McDoweli
Andrew W. Marks
Richard A. Marks
Keith D. Pierce
Rhonda W. Perkins
W. Allen Pettis

3. Wayne Smith
Mary M. Stewart Grace H. Allmond
i?ichard L. St. John ; President

TSYS Asia-Pacific
David E. Duncan
, Managing Director

Wiltiam T. Hunt
J. Matthew Jardina GP Network Corporation &
Billy J. Kilgore || TSYS Japan Co., Ltd.

Columbus Productions, Inc.

Gaylon Jowers Jr.

Executive Vice President,
International Business

& Affiliate Companies;
Prasident, TSYS International

Colleen W. Kynard
Executive Vice President,
Customer Care

Dorenda K. Weaver
Group Executive &
Chief Accounting Officer

Ryland L. Harrelson
Group Executive,
Administrative Services

OUR GLOBAL BUSINESS

Enhancement Services Corporation

Lars E. Holmqguist
President

TSYS Prepaid, Inc.
James A. Accordino
President

TSYS Card Tech, ttd.
Jaffar Agha-Jaffar
Managing Director

TSYS Managed Services EMEA, Lt

David R. Figgat
Managing Director

Total System Services

- = ——
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lESarry J. Tompkins |
2. Carlton Wilkinson

Cathy L. Wills

Dlin M. Wise

TSYS Debt Management
Charles F. Kinney
President

TSYS Acquiring Solutions, LLC
Robert J. Philbin
President

de México, S.A. de CV.*
Jesus Navarro
Director Generai

e —— —— = -F-

China UnionPay Data Co., Ltd.*
Huaiguang Shan
President

* An equity investment of TSYS. |
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elected Financial ':I?ata

he folloiving financial data shouild be read.in conjunction with the Consolidated Financial Statements and related Notes thereto and

L e - Lol : Y . . . ' : e
Financial Review, |nclpuded elsewhere in this Annual Report. The historical trends in TSYS' results of operations and financial position over,.
the last five years are presented below. Revenues before reimbursable items and net income have grown over the last five years at

com‘pourdgd annua! growth rates of 17.1% and 19.0%, respectively. The balance sheet data also reflect the continued strong financial
position of TSYS as gvidenced by theicurrent ratio of 2.5:1 at December 31, 2006, and increased shareholders’ equity. ’

t

1

Years Ended December 31, “

2002. |

T -

{In thousands, except ;':ver share data} 2006 2005 2004 2003 _ .

income Statement Data:

Revenues: f .

" Electrenic paymeﬁt Processing Services . . . ... $ 989,062 869,785 759,544 682,850 594,356
Merchant acquiring services . ... ... ..o oL 260,275 237,418 26,169 249664 23520 . .

" Other sefvices . .- . . .. [ P 185,096 182,587 170,906 120,485 106,087

Revenues before reimbursable items © ... ... 1,434,433 1,289,790 956,619 828,301 723,963
Reimbursable items . .. ............ s 352,738 313,141 230,389 225165 231170
'Total revenues . . ............ P 1,787,171 1,602,931 1,187,008 1,053,466 955,133 | .

. " r "

Expenses: . . ) o ’ ! ) :
Salaries and other personnel experise . ........ e : 522,256 462,217 361,532 326,568, 300,240
Net occupancy ar|1d equipment'expiense % ..o 317,916 283,955 240,424 ° 206,313, 174,883

. Other operating @Xpenses .. ... 237,179 256,489 152,449 104,841. 91,168 -

1 Expznses befoEe reimbursable items.. ... ... ... L 1,077,351 1,002,661 " 754,405 637,722 566,_29']
‘Reimkbursable items .. ............ ... . R 352,738 © 313,141 230,389 ~  225,165! 231,170 -
Total @XPENSEs]. -« « oot e 71,430,089 1,315,802 984,794 862,887, 797,461 ..
"L Operating INCOME ..+ oo vt 357,082 287,129 202,214 190,579 157,672
Noqoperating incor;ne ...... S e e 14,772 4,798 2,077 3,790: 5,614
* 1hcome before income taxes, mincrity interest and equity in ’ Lo
| income ‘of equity investments . ;.. . 371,854 291,927 - 204,291 194,369, 163,286 -

Income taxes ....0........ . R PO 126,182 103,286 77.210 70,868+ 57,908

’ Income before minority interest and equity in income of equity . i |
pAVESTMENTS . oo 245,672 188,641 127,081 123,501+ 105,378 .

Mir}\ority interests in subsidiaries’ netincome. . . ... ... . (752) {256} L (259) (338) T (158)

eq.lity in income of equity investments. ... . ... ... e 4,243 6,135 23,736 17,810 20,581 X

" Net income . .~ e e $ 249,163 194,520 , 150,558 140,973 125,805
Basic earnings p%r share [EPS) ... ... $ 1.27 0.99 0.76 0.72 0.64
Diluted EPS . . . b $ 1.26 0.99 - 0.76 0.71 0.64

' Cabh dividends detlared per share. . ... $ 0270 0220 __ 0.140 0078 _ 0.068

Wéighted average]common shares c::utstéhdihg ............... 196,744 197,145 196,847 = 196,830 197.017

Weighted average|common and cornmon equivalent shares ' |

" outstanding.. . . R SR 197,077 197,345 197,236 197,438 197,497
- | l
At December 31, 1

in'thousands) 4 2006 2005 2004 2003 | 2002

Balance: Sheet Data: :

Toltal assets. . ... i ..................................... $1,634,241 1,410,897 1,281,943 1,001,236 779493

Working capital ... ..o 448,929 235,277 176,291 126,267 148,623

Ol;ligaﬁons under!capital leases, excluding current portion . . .. . .. 3,625 3,555 4,508 29,748 &7

.Shareholders' equity . .. ... ..o 1,212,360 1,012,772 864,612 732,534 602,206
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Financial Overview

b
Total System Serv:ces Inic ] (T SYS’ or the Company's) revenues
are derived from prowdlng electronlc payment processing and
related services to financial and nonﬂnancral institutions, generally
under long-term prolcessmg contracts TSYS' services are pro-
vided primarily throt'.xgh‘ thelCornpanys cardholder systems,
TS2 and TS1, to flnanaal |nstatut|ons and other organizations
throughout the United States and internationally. The Company
currently offers rnerchant acqumng services to financial institu-
tions and other orgamzatl:ons mainly through its majority owned
subsidiary, GP Network|C0rporatl0n (GP Net), and its wholly
owned subsidiary, TSYS Acqumng Solutions, LLC. (TSYS
Acquiring). ! *

t

Due 10 the somewhat seasonal nature of the credit card industry,
TSYS' revenues and resultls of operatlons have generally increased
in the fourth quarter of each year because of increased transaction
and authorization volumes duhng the traditional holiday shop-
ping season. Furthermpre growth or declines in card portfollos of
existing clients, the convermon of cardholder accounts of new

+

I ‘
clients to the Company sllproces.smg platforms and the loss of

cardholder accounts impact the results of operations from period
to period. Ancther facltor' which may affect TSYS' revenues and
results of operations from time, toitime is consolidation in either
the financial services or retanl mdusmes either through the sale by
a client of its'business, |ts card portfolio or a segment of its
accounts to a-party wh|ch processes cardholder accounts mter-
nally or uses another third rparty processor A change in the eco-
nomic enviranment in the; retanl] sector, or a change in the mix of
payments between cash an*d ca rds could favorably or unfaverably
impact TSYS’ financial posrtlon results of operations and cash
flows in the. future. ll i l

A significant amount of t'ne Companys revenues is derived from
long-term contracts with !!arge clients, including certain major
customers. Processing ‘ontracts with large clients, representing
a significant portion of|the Corhpany’s total revenues, generally
provide for discounts on certain services based on the size and
activity of clients’. porrfolici»s Therefore, electronic payment pro-
cessing revenues and the related margins are influenced by the
client mix relative to the! 5|ze of client card portfolios, as well as the
number and activity of md:wdual cardholder accounts processed
for each client. Consolldatlon ampng financial institutions has
resulted in an mcreasungly concentrated client base, which results
in a change in client mix toward larger clients. With the decon-
version of certain accohnt,portfohos in 2006, TSYS expects |ts
client mix to be less dependent upon large clients.

With the purchase of Tsvleard Tech, Ltd. (TSYS Card Tech) on
July 11,2006, the Complany began offerrng server-based software
license arrangements, consultrng and implementation services

{
| ‘ » 7 ;
. : \ i
and mamtenance pgreements as well as processnng services
for comprehenswe [T 3YS electronic payment processing and mer
chant acquiring cap'abllmes worldwide. New software licens
revenue is generally recognrzed together with the assooatcla
services blased on contract accounting using either the percent
age-of completlon 0% completed-contract methed, provided tha
vendor spec-ﬂc objective evidence (VSOE) exists wnth respect to
any undehvered element which is generally the maintenance
agreement.| Maintenance and processing revenues are recolg-
nized ratably over the terms of their respective contracts. Revenue
from third party sofm'/are and hardware sales is recognrzed when
all revenue recognltion cntena have been met. }

Based upon avallablle market share data that mcludes cards pro-
cessed in-house, the Company believes that in 2006 itheld a 39%
share of the domestldconsu mer Cl’edlt card processmg market; an
86% share of the Vidaland MasterCard domestic commercial card
processing market; Iapd a 14% share of the domestlc retail car{d
processing market: The Company believes TSYS Acqumng
Temains the second?largest processor of merchant accounts
and processes transactions for an approximately' 120% market
share of all bankcard acceptmg merchant locations in the United
States. Despate the large client movement during 2006 and con-

!
" tinuing mdustry consolidation, the Company expects to mamtain

its high market share' in the commermal arena and increase |ts

market share in domestic consumer credit card processing
through 200|7 { ‘- : !

i

- The Company prowdes services to its clients including processmg

consumer, retarl commerual government services, stored valu?
and debit cards. Below is a general description of each type of

account: : |
. ; . ! : b I
Account type: Description_
- Consumer ' ' Visa and MasterCard credlt cards;
: American E_xpress cards l
" Retail X _ Private label 5
Commercial l Purchasing cards, corporate cards

. Government services

i
Stared value -

Student loan processing accounts

Prepaid cards, including onalty
incentive cards, health care cards,
erxrble spending cards and gift cards
- On-line (PIN-based) and off line
" (signature-based) accounts

Debit

d
l
[
!
l
!
|
I
! ! and fleet cards for employees |
i
|
|
|

i

'\ The tables on\pages 35 and 36 summarize TSYS’ accounts on file

. (AOF) information as hf Decémber 31, 2006, 2005 and 200:4l
respectively. |




i
in millions. except per share data)

Diluted EPS . .- :

Accounts on File

A summary of the fin'ancial highlights for 2006 include:

| i
s Continued to expand product and: service offerings through

acquisizions in 20P6 2005 and 2C04: The.impact of those
. acquisiions on ccjmsohdated total irevenues for each of the
years presented was $303.9 m:lhonnn 2006, $2469.5 million in
2005 and $9.0 miltion in 2004. The |rr'1pact of those acquisitions
‘on consolidated revenues before re|mbursable itemns for each
of the vears presented was $257.5 r,"nﬁuon in 2006, $230.0 mil-
lion in 2005 and ‘$8 .3 million in 2')04 The impact of those
"acquisitions on consohdated total expenses for each of the
.véars presented was $251.8 million|in 2006, $221.4 million in
’005 and $9.8 m|||1|on in 2004. The irnpact of those acquisitions
'on consalidated expenses before re: |mbursable items for each
of the vears, presented was $205.4 rn||||on in 2006, $181.9 mil-
‘Ilon in 2005 and 59 Q million in 2004 '

Generated cash flows from operatum; activities of $385.8 million
in 2006, compared to $240.6 million in 2005 and $367.9 million
in 2004 R i

i
Appro ved a quarterly cash dlwdencl in May 2006 of $0.07 per

share, an increase of 16.7% from the previous dividend rate.
TSYS has increased its dividend payment for seven consecutive
years.

i
Significant highlights for 2006 include:
}

Corporate |

* Announced that |t|s Board of Directérs approved a share repur-
chase :)Ian to purchase up to 2 million shares of the Company’s
stock [

]

I
t
Dom es tic |

.. Conve rted the va'st majority of the‘Cap|taI One Financial Cor-
poratlon (Capltal Qne) account por'foho onto its TS2 platform.
In ‘a related transaction, Capital On== became the first client on

‘the new TSYS Loyalty Platform (TLP) and is currently processing
Ibyalty transactions on this industry-leading platform.

Basic EPS .. ... ... | TP

summaly of the fmancnal highlights for the years ended December 31, 2006, 2005 and 2004, respectively, is provided below

_ Years Ended December 31, " Percent Changa
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
$1,434.4 11,2898 956.6 11.2% ' 34.8%
1,787.2 11,6029 1,187.0 11.5 35.0
357.1 2871 202.2 24.4 ©42.0
2492 1945 1506 28.1 29.2
127 099 ~ 076.  28.3 ' 290
1.26 0.99 0.76 28.3 «29.1
416.4 437.9 357.6 (4.9 22.4

International . ~

~TD Bank Financial Group, and is providing a range of process-

America consumer card portfolio in October 2006.

Converted accounts for The Toronto-Dominion Bank,; known as

ing and support services forits consumer and commercial credit
card accounts.

Reached a long-term agreement with Wachovia Corporat|on to,
provide core-processing and other related services in support
of their re-entry into the consumer credit- card line of business.

Renewed its multi-year agreement to provide CompuCredlt
Corp. of Atlanta, Ga., one of the nation’s largest cred|t card
providers, processing and related services for its portfoho of
cardholder accounts. . .-_ IR

4
Deconverted the Sears consumer MasterCard and pnvate -label
accounts in June 2006, as well as.deconverted the Bank of

Announced Toyota Finance Corporation (Toyota ﬁinance} as
TSYS' first processing relationship in Japan. TSYS now supports
a new co-branded Visa offered by Toyota Finance and N|kko
Cordial Securities. Through this relationship, TSYS prowdes
multi-currency and multi-function support for cardholders with
domestic and overseas transactions, making it the first product
of its kind in Japan.

Announced a new relationship in Japan with United Cinemas
Co. to process its new Cinema Gift Card, a prepaid product.

Increased its equity interest in China UnionPay Data Services ‘
Co., Ltd {CUP Data), to 44.56%.

Continued expansion of TSYS' global footprint with the acqui-
sition of London-based Card Tech; Ltd., now known as TSYS
Card Tech, for an aggregate consideration of approxumately :
$59.3 million. The acquisition enables TSYS to offer more tech-
nology choices with the right combination of scale and func-
tionality that are attractive to small, medium and Iarge banks in

global emerging markets !

|

Acqwred majority control of a call center business to deliver a
comprehensive range .of managed services tc‘) financial '

i 23
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|nst|tut|on5 across Europe, the Middle East and Africa. The new
" business,isnamed ‘TSYS Managed Services EMEA, Ltd. (TSYS

Managed Services)! l : . -

® Entered into an agreementh|th the No. l card issuer in The

Netherlands, Rabobank to prolcess its consumer-credit portfo—
lio. The multi- stage Lconversron of Rabobank’s accounts is
scheduled to conclude in the second quarter of 2007, makmg
the Company the leladmg credit-card processer’ in The
Netherlands " )
Merchant Acquiringll 1 o
" t
* Announced plans with Dis'cov[er Financial Services for TSYS
Acquiring to mtegrate cleanng and settlement processing!for
Discover Network. card acceptance into its offering for mer-
chant acqmrers and mdependent sales organizations.

{
“ment Systems one'of t the nation’s largest merchant acqmrers

1
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FlnanC|a| Rewew |

This Fihancial Rewew prowdes a dlscussmn of critical accounting

'pohcnes and estlmates related party transactlons and off- balance '

sheet arrangements ‘Th|s F|nancua| Rewew also d|scusses the
results of operatlons, financial posntlen llqmdlty and capltal
resources of TSYS and outlines the factors’ that have al'tected its

g

* Signed sevéral new chents as well as renewed long-term agree- '
_ments with five of its top 20 cllents including Heartland Payn '
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. recent earnlngs as welI as those factors that may affect its futur

i
- TSYS! fmancnal posut|on results of operations and cash flows are

. 'ing pohues employed yo l' l _ -

. .
. Refer to Note 1 in the consolldated flnanual statements for more

1 i
earnings. The accompanymg Consolldated Fmanc:al Statement:
and related Notes anid Selected FlnanC|al Data are an integral pa
of this FmanCIal Rewew and should be read in con;unctlon withlit.

[

Critical Ac&ountin’g Pélic’iee land' Estimates

e

. I 4

impacted by the accountmg policies the Company has adopted
In order to ga|n a ful understandlng of the Company’s financial
statements lone must have a clear understandmg of the account-

B 4 \

|nformat|on|on the|Company5 basis of presentatlon and a sum-
mary of significant accounting policies. '
[ oy

Factors that could affect the. Companys future operatmg results
and cause actual resuits to vary materially from expectatlons are
listed in thelCompalnly s forward- looklng statements on pages 49
and 50. Negaltlve developments ini'these or othtl—zr risk factdrs
could have a matenal adverse effect on the Companys financial
p05|t|on results of la[laelranons and. cash flows.. |, !

!

Management behevels that the followmg accountmg pol:c:es are

. .
the most crltlcal to fullyJ understand and evaluate the Companys

results W|th‘|n each'c!rltlcal pol|cy, the ‘Company | makes estlrnates

that reqmtre management’s subjectwe or. complex Judgments
!

about the effects of matters that are lnherently uncertain.
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surnmaly of the Companys critical accountmg estimates applicable to"all three reportable operatlng segments follows:

ritical Estimates
. : |
CCpUN’TS RECEH{ABLE

he: Company estimates the allowances
or doubtful accounts,
I i

|

} |

The Company estlmates allowances for
bullmg adjustments for potential b||||nc
discrepancies.

“

| ,
_ "

REVENUF RECOGNITION

The Company estimates revenue for

senng:e billings not yet invoiced.

i
i
|

Y] L '
i : I

o

As;sumptions and Judgment

Impact if Actual Resul'ts
Differ from Assumptions '

When estimating the allowances for
doubtful accounts, the Company takes
into consideration such factors as its

. day-to-day knowledge of the financial
" position - of specific clients, the industry

and size of its clients, the overall
composmon of its accounts recelvable
aging, prior experience with specific

‘customers of accounts receivable write- offs

and prior history of allowances in
proportion to the overall receivable
balance. This analysis includes an ongoing
and continuous communication with its
largest clients and those clients with past
due balances. A financial decline of any

* one of the Company's large clients could

have a material adverse effect on

- collectibility of receivables and thus the

adequacy of the allowance for doubtful
accounts.

. When estimating the allowance for billing

adjustments, the Company considers its

-overall history of billing-adjustments, as’-

well as its history with specific clients and
known disputes.

' Since it invoices clients for processing

services monthly in arrears, the Company
estimates revenues for one month of

service billings not yet invoiced.

If the actual collectibility of clients'
accounts is not consistent with the
Company's estlmlates bad debt expense,
which is recorded in other operating.
expenses, may be materially different than

[

was initially recorded. A

The Company's experience and extensive
data accumulated historically indicates
that these estimates have proven'reliable
over time.

It the actual adjustments to client’s billing
is not consistent with the Company’s
estimates, bllllng adjustments, which is
recorded as a reduction; of revenues in the
Companys consolidated statements of
income, may be materially dn‘ferent than
was initially recorded.

The Company's experience and extensive -
data accumulated historically has indicated
that these estimates have proven reliable
over time. .

If actual client revenue billing is not
consistent with the Company’s estimates,
processing revenues may be matenally

different than was initially recorded.
. i
The Comparny's experience and extensive
data accumulated historically indicates
that these estimates have proven;rehable

over time.
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Critical Estimates l !
i

ASSET IMPAIRMENT P

i

Assumlotions and Judgment

_Impact if Actual Results-

R

. N T . N . : Lo
Analysis of potential asset impairment involves various estimates and assumptlons:
| i ;

)
.

il
Contract Acquisition Costs

in evaluating for recoverablllty expected
undiscounted net operatmg cash flows are
est|mated by managemént

* !
! 3
i -

! 1

l
i
|
b !
:

P
) i
B .

Software'Development Costs |

In evaluating for recoverab|l|ty, expected
undiscounted net operatmg cash flows are
estimated by management g

' |

o

| ot

! I
The Company evaluates the carrylng value
of contract acquisition ‘costs associated
with each customer for impairment « on the
basis of whether these costs are fully
recoverable from expected unchscounted
net operating cash flows of the related
contract. The determunatlon of expected
undiscounted net operating cash flows
reqwres management to make estlmates

These costs may become impaired wuth
the loss of a contract, the financial decline
of a client, termination of conversion |
efforts after a contract is signed or |
diminished prospects for current cli':ents.

The Company evaluates the unamolrtlzed
capitalized costs of software development
as compared to the net realizable value of
the software product which is determnned
by expected undiscounted net operating
cash flows. The amount by which the
unamortized software developmentlcosts
exceed the net realizable value is wntten
off in the pericd that such determlniatlon is

made. !
P
4

Differ from Assumptions

1
1

! )

. 1

_— et e | = e

‘. 1
If the actual cash flows are not consistent -
with the Company’s estimates, a material
impairment charge may result and net
income may be materially dufferent than |
was |n|t|a||y recorded l

Note 7 in.the consohdated funanual

statements contains a discussmn of

contract acqursmon costs. The net carrylng
value of contract acquisition costs on the
Companys Consolidated Balance Sheets

as of December 31, 2006 was

$167.4 million. '

- i

!

C l |

If the actual cash flows are not consustent

with the Companys es‘umatels a matenal

write-off may result and net income may
be materially different than was initially

recorded.. - | |

|
|

Note 5 in the consolidated financial |
statements contains a discussion of i
internally developed softwaré costs. The

net carrying value of internally developed
software on the Company's Consohdated
Balance Sheets as of December 31, 2006
was $71. 9 million. |

1

e e . e e e —mA— e = b e i

e e e e — w —m e



s g e

rrhcal Est tmates b Assumptions and Judgment

:
. i
Impact if Actual Results |

-

Differ from Assumptlonsi N I

oodw:"

Under Statement of Financial Accounting
et cash flows for future periods are Standards No. 142, goodwill is required.to
‘stlmated by management ' be tested for impairment annually. The
: ' . " ;. combination of the income approach

! !utilizing the discounted cash flow (DCF)
. - " method and the market approach, utilizing
| .

n evaluating fommpalrment dlscounted

v

readily available market valuation
rnult|ples is used to estimate the fair
. value.

Under the DCF method the fair value of
the asset reflects. the present value of the
«  projected earnings that will be generated
by edch asset after taking into account the
revenues.and expénses associated with °
the asset, the relative risk that the cash
* flows.will occur, the contribution of other
. _assets, and an appropriate discount rate
' . " to reflect the value of invested capital.
-+« ' Cash flows are estimated for.future ..
periods based on’historical data and-
pro;ections provided by management.

R,

i’ : : }

Long llvad Assets and lntang:bles

In Pvaluatlng for recoverablllty, expected .The Company.reviews long-lived assets,
undlscounted net operatmg cash flows are  such as property and equipment and
est|matecl by management intangibles subject to amortization,

' .including contract acquisition costs and

certain computer software, for impairment

b . whénever events or changesin -+ '
o Ty . . circumstances indicate that.the carrying
LR . . amount of an asset may not be

] .held and used is measured by a .
comparison of the carrying amount.of an
. I ' asset to estimated-undiscounted future
b , . cash flows expected to be generated by
' -;rI . ‘the asset.
!
|

" . recoverable. Recoverability of assets to be

: . N
R A
If the actual cash flows are not consistent

"with the Company’s estimates, a material

impairment charge may result and net *
income may be materially dn‘ferent than.
was initially recorded, . Jt ..

Note 8 in the consolidated financial
statements contains a discussion of
goodwill, The net carrying value of
goodwill on the Company’s Consohdated
Balance Sheets as of Decemb_er 31 2006

was $133.3 million.

. If the actual cash flows are not consistent

with the Company's estimates, a matenal
impairment charge may result and net
income may be materially dlfferent than
was initially recorded.




' 1
I !

b
. "‘ t{ I
f} !

Critical Estimates
- ] . i

I Assumptions and Judgment

.

i - - Impact if Actual Results
; Duffer from Assurnptlons

TRANSACTION PROCESS!NG ) t

PROVISIONS | |“ |
The Company records estmates'to accrue
for contract contmgenaes (performance

bl
penaltles) and proces smg errors

| I :

i | "

b
: )l
. i |
‘ I 1
. Loy

b

| ,

! |

t ;
‘ § by insurance.
INCOME TAXES ! :
In caleulating the effectn&e tax rate the
Company makes deusrons regardmg

certain tax positions, lncludlng the timing
and amount of deductlons and allocations
of income among varlous 1ax jurlsdlctlons
The Company makes estimates as to the
amount of deferred tax assets and
liabilities and:records valuanon allowances
to reduce its deferred tax assets to reflect

the amount that is more]llkely than not to
be realized. i ’
. i

! | ;

Related Party Tran#acti;on’s
!
The Company provides eiectromc payment processung and other
services to its parent cornlpamy,I Synovus Financial Corp. {Synovus)
and its affiliates, and to the Companys equity investment, Total
System Semces de Memco S A.de CV (TSYS de México). On
March 1, 2005 the Colmpany acquired the remaining 50% mterest
in TSYS Acqmnng Refer to Note 22 in the consolidated flnancnai
statements for more |nformat|0n on the acquisition of TSYS
Acquiring..Prior to acqumng control the Company had an equity
investment in TSYS Acquarmg W|th Visa UL5.A. (Visa) and used the
equity method of accounting to record its 50% ownership in the
equity investment. In the hrdlnary course of business, TSYS, which
owns the merchant backiend processmg software used by TSYS
Acquiring, prowdes p'roc{essmg semces to TSYS Acquiring.
. n il

The foregoing related party services are performed under con—
tracts that are similar|to’ |ts cdntracts with unrelated third party
customers. The Company belleves the terms and conditions of
transactlons between the Company and these related partles are
comparable to those Which could have been obtained in trans-
actions with unaf‘hhat]edﬁpames The Company's margins with

I:
'1

|

|
i

valuation allowance.

i

“l
[

A 5|gn|f|cant number of the Companys
contracts with large clients contain serwce
level agreements Wh'ICh can resultiin TSYS
incurring performance pehalties if!
contractually required service Ievels:are
not met. When providing these accruals
the Company takes into con5|derat|on

[ such factors as the prior history o‘f |
performance penalties and processing
errors incurred, actual contractual -
penalties inherent in the Company’s

)

i ' !
The Company has various tax filing |
positions, including the timing and |
‘amaunt of deductions and credits, the
establishment of reserves for audit matters
and the allocation of income among
various tax jurisdictions.

i
- The Company considers projected future
taxable income and ongoing tax p!annlng _
strategies in assessing the need for the : ‘.

j
' L

Ifithe actual performance penalties
jincurred are not consistent with the
Companys estimates, perforr'nance
jpenalties and processing errors, which is
recorded in other operating expenses,
miay beé materially different than was
|n|t|ally recorded. R

|

|
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IThe Companys experience and extensive

gdata accumulated h|stor|cally indlicates ;

that these estlmates have proven reliable
over time. '

contracts, progress towards milestones . :

and known processmg errors not covered ' i

i ! ) 1

i
;
|
|
Actual results may differ from the i
Company s estimates. If the Company !
heahzes a deferred tax asset or the l
Company was unable to realize a net |
deferred tax asset, an adjustment to the!
I : déferred tax asset would increase or |
decrease earnings, respectlvely, inthe |
period the d:fference is recognized. !

|

1

. ) : ' |
i ! . ) : |
' o Co i

'

respect to rielated party tranisactions are comparable to margms
recogmzed1 in transactrons with unrelated third. parties. The
amounts related to these transacticns are disclosed on the face
of TSYS' consohdated financial statements. Refer to Note 2 in the
consohdated ﬂnancsal statements for more information on tranls-

actions Wlth afflllated companles o '

At December 31, 2006 Columbus Bank and Trust Company
(CB&T), a whoIIy owned subsndlary of Synovus, owned 159.6 m||
lion shares (81. 1%) of TSYS! common stock. - ! ;
a ' ' ; *

|

1

Line of Credft I

i

On June 30 2003 TSYS obtained a $45.0 million long-term line of -

credit from (a banking affiliate of Synovus The line' was an autp-
matic draw- down facmty The mterest rate for the line of credit was
the London Interbank Offered Rate (LIBOR) plus 150 basis pomts

In addition, |there was a charge of 15 basis peints on any funds ‘

unused. The line o‘f{ credit was unsecured debt and mclude}ed
covenants’ requmng the Company t& maintain certain minimum

financial ratlos The Company used the facility occa5|onally, bor—
rowing and repaylng ;apprommately $48.1 million durmg 2005. At

L
]
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ecember 31, 2005, TSYS did not havi: an outstanding balance .

n the line of credit add was in complladce with all covenants. The
ne of credit explred on June 30, 200¢.

add:tlon TSYS malntalns another unieclrad credit agreemént

ith CB&T. The credit agreement has a maximum available prin-

ipal balance of $5.0 mulluon with |nter<'-st at prime. TSYS'did not
se the cr=d|t facility |dunng 2006 or 2005

E : - 3 AT L
| .
SYS mamtalns deposnt accounts W|th 'CB&T and other Synovus
fﬂllates the majontly of which earn 'marketrates of interest,
ncluded in cash and 'cash -equivalents are deposit balances with
ynovus affiliates of $241.0 million and1$1_52.6 million at Decem-
er 31, 2006 and 2005, respectively. ‘

a!ance Sheets

he Company mamtams restricted cas}“ balances on deposit with
B&T anc other Synovus affiliates. The: restricted cash balances

‘escrow. At December 31, 2006 and 2005, the Company had
“restricted cash balances of $5.0 m|II|on and $4.1 million, respec-

tively, on depos:t ‘with Synovus affiliates. - |

At December 31, 2006 and 2005 TSYS had dlwdends payable of
$11.2 million and: $9.6 million, respectively, assomated with
related parties. )
Through its related party transactions, TSYS generates'accounts
receivable and liability accounts with Synovus, CB&T and other
Synovus af‘hllates -and TSYS' de México. At Decemberr31 2006
and 2005, the Company had accounts récéivable balances of
$34,000 and $92,000, respectlvely, associated with related par-
ties. At December 31, 2006 and 2005, the Company had accounts

payable balances of $0.1 million’ and $0.1 millign, respectlvely, ]

associated with related parties. At December 31, 2006, and 2005,
the Company had an accrued current liability fo related’ parties of

elate to zash collected on behalf of ‘clients which are held in $47,000 and $344,000, respectively. ,

[ H

. tcrteme nts of Income n ‘ | 5

he: Compa ny provides electronic payment processing services and other services for Synovus, CB&T and other Synovus afﬂhates as well
s 1he Companys equity method |nve~,tment TSYS de Mexlco !

. i
he table below summanzes revenues denved from affiliated companles for the years ended December 31, 2006, 2005 and 2004 Refer to
Ste 2 in the consolidated financial statements for more information on transactions with affiliated companies. R

(in thousards). - { L 2006 -72005 } 2004
Electronic payment processmg serwces .................................................. -$5,088 4,998' 4919
Merchant acquiring serwces e e e Ll T — 2,378 13,784
Other services . . . .\ ...... o R P . . L. 7,765 - 7,024 6219
Rein?burs_able items { R R L, .. 1,839 '3,005I _9,o‘|7

| ’ ok
The Company and Synovus and its af‘FIlates are parties to various agreements to provide certain services between one another. The table

below surnmarizes expenses assouateld with affiliated companies for the years ended December 31, 2006, 2005 and 2004 by expense
category Refer to Note 2 in the consolidated financial statements for more information on transactions with affiliated companies.

in- thousands) } : " 2006 2005 2004]
Salaries and other personnel EXPENSE. . . .. e P $1,070 588 787
Net | occudancy and equupment expense . e (1,900) (88]2) (709
Other operatmg expenses B ST e e 9,570 8,433 8§, 906

"
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Nonoperatmg lncorlne
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The followmg table details the alrnount of interest the Company
eamed fromirelated IIparl‘ltles andlthe amount of interest expense
the Company paid 16 related partles for the years ended, Declem—
ber 31, 2006, 2005 and|2004 | . 1

B
| |

. {in thousands)! - L1 L 2008 2005 3@
-+ Interest income from Synovus afﬂllate B
banks.- ... ... b LT l' .:. $7,540 . 2828 967
Interest expense pard to Synovus : t l
. affiliate’ banks....‘g...._.,..._.'..: — P37 e

!

CashFlow ‘{‘ ~ : T

TSYS paid cash dlwdends to, CB&T in the amount of approxr- .

mately $41.5 million; $31l9m|ll|on and $19.2 million in 2006, 2005
and’ 2004, respectwely TSYS{ recewed cash dividends from its
equity method equity mvestments of approximately $2.4 mnlhon
$1.7° million and $35 9 million in 2006, 2005 and 2004
respectively. -
||
E

Certain officers of TSYS and other TSYS employees partrcrpate in
the Synovus 'Incentive F Plans Nonquallfled options to acquire
Synovus common stock|were granted in 2006, 2005 and 2004

e o

Stock Optr'ons ;

as follows l

(in thousands, except per sl’lare data) ‘2006 - 2005 . 2?[?4'
Number of shares unden Opt|onsl 305 697 710
Weighted average exercise pnce $27.67 2871 26.00

l L .

!

These stock options § were granted with an exercise price equal to

the fair market value|of Synoyus common stock at the date of
grant. The’ Optiohs vest overtwo to three years and expire elght to
ten years from date of grant

Il l
The Company belleves the terms and conditions of the transac-
tions descrrbed above bétween TSYS, CB&T, Synovus and other
affiliated companies ‘are lcomparable to those which could have
been obtained in transactions wrth unaffiliated parties. No signif-
icant changes have beell made lto the method of establlshlng

terms with the affiliated com pa]mes during the periods presented.

: IR
Off-BaIa‘nce Sheet Arrang'ements

OPERATING LEASES: As a method of funding its operatians,

[
.TSYS employs noncancelable operating leases for computer

equipment, software z[and facilities. These leases allow the Com-
pany to prowde the Iatest technology while avaiding the nsk of
ownership. Neither the assets nor obligations related to these
leases are included on the bala:nce sheet. Refer to Note 17 in the

-~ lll
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I
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' -_consolida'ted financral statements forfurther |nformatron on ope
‘ atingleasie commrtments R :

.uncertarnty |n income taxes recognrzed in a company’s frnanoa
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Recent|Accounting Pronouncements L l

! ] | 1
In Septerpber 200|6 the Flnanmal Accountrng Standards Boar
(FASB) rssued Statement of’ Flnapmai Accountlng Standard
(SFAS No 157) “Fair Value Measurements

SFAS No 157 deflnes fair value, establlshes a framework fo

- measuring fair value in generally accepted accountlng prlnclple

and - exp'ands d|scflo!sures| about fair value measurements
SFAS No. {157 |s|effect1ve for frscal periods begmnlng afte
Novemberi15, 2007..The Company ‘does not expect the impac
of adoptlng SFAS NG. 157 on its financial position; resultsio

operations and CaThl flows to be material.

i r ; |

In June 2006, the FASB |ssued FASB Interpretatlon No A8 (FlN 48)
"Accountmg for Uncertarnty in Incorne Taxes, an lnterpretatron o
FASB Statement l‘}lo 109." FIN 48!clarifies the accountmg forn

statements |n accordance with FASB Statement-"No. 109
”Accountmg for lncome Taxes.” FIN 48 prescrlbes a recognltrlon
thresholdtand. mealstlJrement attrlbute for the flnancral statemelnt
recogn|t|onland measu) rement of a tax position ta ken or expected
to be taken in a tax return l o -

FIN 48 prowdes a| two-step process in the evaluat|on of a tax
position. The first stepis recognltron The Company determmles
whethef it is more- Irkely than not that a'tax position will be suis-
tained upoh exam|nlat|on lncludlng a resolution of any related
appeals or lltlgatrolnlprocesses based upen the technlcal merits
of the posmon The second step is measurement. A tax posmon
that meets the more~||kely than not recognition thres'nold is mea-
sured at theI largestI amount of beneflt that is greater than 50 per-

“cent ||ke|y of be|ng reahzed upon ultimate settlement.

FIN 4B is effectwe foir fiscal years 'oegmmng after December 1r5
2006. The Company does not expect the |mpact of adopting
FIN 48 on its’ financial: posmon results of operatlons and cash

flows to be material. l [ ' ‘

In September 2006 the FASB istued FASB Staff Position No. AUG
AlR-1 (FSP No AUG AiR 1, Accountrng for Planned Major Marn-
tenance Actrvrtres " FSP NoJ AUG AIR-1 prohibits the use of the
accrue-in- advance rlnethod of accounting for planned major maln—
tenance actl\ntres in annual and interim reporting| periods. The
accrue-in- advance rlnethocl of accountmg causes the recognmon
ofa I|ab|I|ty ina penocll pr|ort0 the occurrence of the | transaction or
event obllgatlng thelentrty FSP No.' AUG AIR-1 is effective for
fiscal penods begrnhrng after December 15, 2006. The Company
does not expect the impact of adoptrng FSP No. AUG AlR-onits
financial position, results of operatrons and cash flows to be
material. | : L |
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June 2006, the Ernerglng Issues Task Force (EITF) reached a
omsénsus on EITF Issue No. 06-3 (EITL- 06-3), "How Taxes Col-
ectad from Customers and Remitted to Governmental Authori-
ies Should Be Presented in the Income!Statement (That Is, Gross
ersus Net Presentatron) " This guidance requires disclosure of
he accounting pollcy for any tax assessed by a governmental
uthority that is directly imposed on a revenue-producing trans-
ctlon {i.e.; sales; useI value added) ory a gross (included in rev-
_ nuesand costs) or net {excluded from r-=venues} basis. f taxes are
eported on a gross ba5|s, an entity is required to disclose the
mounts of those ta’xes for each perlod for which an income
tatement is presented if. material. EITF! 06-3 is effective for fiscal
sériods beginning aftler December 15, 2006. The Company does
ot expect the impact of adopting E1TF 06-3 on its financial
position, results of operations and cash flows to be material.

In September 2006, the EITF reached 4 consensus on EITF Issue
No. 06-4 {EITF 06- 4)¥ " Accounting for Deferred Compensation
and! Postretrremenr Benefit Aspects oflEndorsement Split-Dollar
Life Insurance Arrangements * EfTF 06-4 requires an employer to
recognrze a liability for future benefits based on the substantive
agreement with the employee EITF 06-4 requires a company to
use the guidance prescrlbed in FASB Statement of Financial
Acc ounting Standards No. 106, -" Empfoyers Accountmg for

Postretirement Benefits Other Than Pensions” and Accounting
Principles Board Opinion No. 12, "Omnibus Opr’nr’orlr " when
entering into an endorsement split-dollar life insurance agree-
ment and recognizing the liability. EITF 06-4 is effective for fiscal
periods beginning after December 15, 2007. The Cornpany is
currently evaluating the impact of adopting EITF 06-4 on its
financial position, results of operations and cash flows, but has
yet to complete its assessment. [

In Septembzer 2006 the EITF reached a consensus on EITF Issue

No. 06-5 (EITF 06-5), "Accounting for Purchases of ere Insuran-

ce — Determining the Amount That Could Be Reahzed in Accor |

dance with FASB Technical Bulletin No. 85-4." EITF 06—5 requires
that a determination of the amount that could be realized under
an insurance contract shoutd (1) consider any additional amounts
beyond cash surrender value included in the contractual terms of
the policy and (2) be based. on an assumed surrender at the
individual policy or certificate:level, unless all policiesior certifi-

“cates are required to be surrendered as a group. EITF. 06-5 is

effective for fiscal periods beglnnrng after December 11 5 2006.
The Company is currently evaluating the impact of adoptrng EITF

06-5 on its financial position, results of operations and cash flows, |

but has yet to complete its assessment.

31




}
I .
: . 1 S 1
]r t ) o ‘ ' ‘
! | :
1 : ' ) i |
: ‘ i
! |

b 5 ‘. r 3

e e e e
— — = —

The following table: sets forth certam -revenue and expense items as a percentage of total revenues and the percentage increase o

decrease in those |telmsffrom*the table of Selected F|nanC|al Dita presented on page 21 ,
) ‘ -]E d s' i ‘n ) “ L K b 2 :
. B & ﬁ . t | { ; Percentage of . . -1 | i
. H T [ ’ : Total Revenues | - | ] !
| {: | | . ; i YearsIEnded e Percentage Change in '
- b } ) : - | December 31, , . Dollar Amounts
‘ P o 2006 2005, 2004 2006 vs.2005 | 2005 vs. 200
Revenues: |1 : ; . . B I . I ‘ X l i
Electronic paymenlt processmg Services ... ... ... S R 55. 3% 5(4‘1.3* 640 1 13.7% l 14.5%
*Merchant acquiring servucels . I 1. 6 ‘Iltl.Bl i 1 22 ; ‘ 9.6 ' nm )
Other services ;,' .......... 10.4 ' 11'.4', 144 1.4 6.8
: I T g - - - o
Revenues beforei relmbursable items. . ... ...l e 80.3 StOZ:S, 806 1 12 , 38t
Relmbursable items 51 b Lo e e U 19.7 19.5,. . 194 o126 { 3591
: o [ 1. . L
Total revenues. . ii [ Joee e TN [P E 100.0 1 1001;0' - 1000 0 115 | 35.0
. M ' ! ’ '
_— Expenses FE Ii I ! : ) e : ! : \ \ . { .
: Salaries and other per!sonnalel expense . ............. Lo EEE 29.2 28 : 305 - ©13.0 l 1 27.8,
: Net occupancy and equipment expense. . .. ... . e Loe 17.§ : 1{7'7‘ 203 ¢ 120 | 18.1 ]
: Other operating e;(penses. . i ......................... . +13.3 - sl h28 :: 7.5 68.2 |
Expenses before rermbur'sable items. . ....... PRV R 60.3 2|6: ?53.6 = 7.4 ’ 329} l
Retmbursable items !} e [P R 19.7 .9'5? 194 " 126 359
Total expenses ! 11‘ e S go.0 82lh 830 .o87 | 3347
: . ! : ' ' ' '
Operating income .. . .. P SR S 200 179 170 . 244 i 420
, Nonoperating |nccome{1 ...... i e . : ..... 08 ois- ;0.2 7 nm 1 nm
1 L oo |
[ Income before |ncdme taxes, mmorlty interest and equity in |ncome of oy | } : ! - | .
equity investments | ....... b e e R 20.8 1|8.i2 172 -1 27.4 ] 429
Income taxes. ... J.. |[i 79 - 65 _e5 U 222 | 338!
. Income before minority |nterest and equity in income of equity |, : I 5 : { I
investments. .. . . Lo B . 13.7 1]1.;7 . 107 30.2 ! 48.4 l
Mrnonty mterests in consolldated subsidiaries’ net income ... .. ... ... (O,Q) ' (P.O) _(0.0) . nm ! (1. 1)|
Equity in income of equuty lnvestments ............... L 0.2 0.l4 20 . (30.8) | (74.2),
| B . 1
Netincome ..J. [ oo oovii 139% 1271. 127 . 281 . | 292
: - : , : = ===
nm = not meaningfull |, i [ : L o g !
. T il : 1 ! [
o ! ] ' ‘ i 1
A ) . | b ' .\ ! l . {' |
Results of‘.Operatitans i [ - : . ' * , : I
. l i J ' ‘ ) s } :.' | l
Revenues ro L C | |
I o ' . ) i
y i |
Total revenues increased I1‘1 5% or $184.2 million, for the year ended December 31, 2006, Fompared to the year ended Decernber 31
2005, which rncreased! 35.0%, or $415.9 million, compared to the year ended December 31| 2004. The increases in revenues for 2006 and
2005 include an mcreia\sel 'of $2.1 million and a decrease of $1.2 million, respectively, related to the effects of currency translatlon of uts
foreign-based subsrdni‘anes and brpnches Excluding rerrnbursable items, revenues ul'\creasedl1 1.2%, or $144! é million, forthe year ended
December 31, 2006, compared to the year ended December: 31, 2005, which mcreased 34. }8% or $333.2 million, compared to the year
' ended December 31, l2004 The Company continued to expand its product and service offerrngs through acqursrtaons in 2006 2005 and
2004. The impact of thdse acqutsmtsons on consolidated total revenues for each of the years presented was $303. 9 million in 200 ;
$269.5 million in 2005 and $9 0 m||||on in 2004. - i _ . g b oo )
! R : ! . - .
b C S o | |
o ; L : . L
. ' , . )
S ! : L |
Hi ; ! i
! ’ P !
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: tefnationat Revenue g ' . _ ke
. : l

SYS. prowdes services to its clients wcrldwcde and plans to continue to expand its service offermgs internationally in the future, TSYS’
ternatlornal revenues are generated by TSYS and its consolidated entities.\With the acquisition*of TSYS Card-Tech in 2006, TSYS has
xtended its geographlc reach into ASI: Pacific, Europe, the Middle East and Africa, and as such; has increased its international revenues.
otal révenues from cllents dommled outsude the' Unlted States for the years ended December 31, 2006; 2005 and 2004, respectwely, are
ummanzed below:

[
.

. Percent Change.. .
2006 2005 2004 . 2006 vs. 2005 ~ 2005 vs.'2004

urope . .. ... . U R $158.8 1326 1026 19.9% ' 29.0%
anada ... B P e 1020 899 832 135 T80’
apan. . ... e T 186 156 140 - 19.0 11
exico : ) 123 76 112 [ 608 e o

ther . .......... PR 134 31 27 nm 14.3

R O $305.1 2488 " 2137 227 ; 164

-

To'tals'..'...._...

|
]

S | : .

m = not meaningful ' . . : EEEY .
t

unrlpde the revenues of its equity mvestrr.ents in consolldated revenues. . ) . oL

) .,

¥

9. 2% increase over tlhe $102.6 million|in 2004, The growth in revenues in 2006 from clients based in Europe was a result of the! growth ofj
xi :tlng clients, the conversnon of new accounts, the effect of currency translation and the increased use of value added products and

services by cllents in Europe : S,
. .

The Cornpany has twd equity |nve5tment= located in Mexico and China that are accounted for under the equity method of accounting. TSYS does natj

otal revenues from chents based in- Europe was $158.8 m|II|on for 2006, a 19.9% increase over  the $132.6 million in 2005 wh|ch was aj.

Total revenues from cllents based in Mexuco was $12:3 million for 2006, a 60.8% i increase over the $7.6 m||I|on in 2005, which was a32.0%
decréase from the $111.2 million in 200£ The growth in revenues in 2006 from clients based in Mexico was a result of the convers1on of new,
accounts and the growth of existing che nts. A Mexican client notified the Company of its intentions to utilize its internal global platform and
der_onverted in mid-2004. This cI|en1 represented apprommately 21% of TSYS revenues from Mexico prior to the deconversion.
Mcanagement belneves that Mexico remams a viable market and plans to continue providing processing services 1o its exnstlng clients

i
in Memcc: ‘as weII as, pursue add|t|on al busnness from potentnal cllents based in Mexico.
. !'
Int=rnat|c~na| revenues for the yearend‘ed December 31, 2006 include revenues ofapproxlmately $13.1 mllllon assomated with TSYS Card
Tee h for s everal countnes and regaon |nclud|ng Europe, Japan and Other: : .

J ' !
Orn July a1, 2006 TSYS acquired Card Tech; Ltd a pnvately owned London-based payments firm, and related compames mcreasmg
TSYS’ electronic payment processing cnd merchant acquiring capabilities and extending its geographic'r reach to Asia Pacific, Europe the

Tech, Ltd:>was established in 1989 anc maintains service centers in London, England; Dubai, United Arab Emirates; Nicosia, Cyprus; and
Kuala Lumpur, MalaySIa TSYS formed and/or acquired five companies in connectlon with the Card Tech, Ltd. acquisition, which the
ompan,r collectlvely refers to as TSYS Card Tech : . : !

{
footpnnt forcomprelhenswe issuing and acquiring semces TSYS Card Tech offers products and services for installment loans, credit, debit;

|
m- commerce solutions. TSYS Card Tech s apphcatrons are browser-based, multlhngual multlcurrency and multl country (lncludnng doublel-

byte enabled). | : : '
. : p 1

TEYS Card Tech operates asa separate wholly owned subsidiary of TSYS. Revenues associated with TSYS Card Tech are mcluded in
international — based support services for segment reporting purposes. Refer to Note 22 in the consolidated financial statements for
fu’ther mformatlon on the acquisition of TSYS Card Tech.. : L

4

a

M|ddle East and Africa~TSYS paid an aggregate consideration of approximately $59.3 million, including direct acquisition costs, Card '

|
TSYS Card Tech’s software appllcanops are utnllzed globally TSYS Card Tech offers a server based system with an established: global :

merchantacqmnng and prepaid payment platforms in addition to fraud, risk management, authorizations, chargebacks e-commerce and
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Value Added Proo’ucts and Services
|

The Company's: revetnues are |mpacted by the use of optional
value added! product[s and serwces of TSYS' processing systerns.
Value added productls ahd sefvices are optional features to which
each client can choose to Isubscrlbe in order to patentially
increase the financial performance of its portfolio. Value added
products and servrcels tr;clude{ risk management tools and tech-
' niques, such as credit evlaluatnon 'fraud detection and prevention,
and behavior analysis tolc_rls, and revenue enhancement tools and
customer retention pragrams, such as loyalty programs and
bonus rewards. These devenues can increase or decrease from
pericd to period as clients subscnbe to or cancel these services.
Value added products fand services are included primarily in
electronic payment processmg services revenue.

oo
For the years ended December 3‘I 2006, 2005 and 2004, value
added products anc% serwces represented 12.4%, 12.6% and
13.8%, respectively, of total revenues Revenues from these prod-
ucts and services, which mclude some reimbursable items paid to
third-party vendors, lfncreased 9.7%, or $19.6 million, for 2006
compared to 2005, and lncreased 23.2%, or $38.0 millien, for
2005 compared to 20{)4I (

‘r‘ | .
Major Customers| |, - i

t i

A significant amount of the Company s revenues is derived from
long-term contracts with Iarge clients, including its major custom-
ers, one of which is Bank of America. TSYS derives revenues from
providing various processmg and other services to these clients,
including processing of ¢ consumer and commercial accounts, as
well as revenues for relmbursable items. With the acquisition of
TSYS Acquiring on March 1 2005, the Company’s revenues
include revenues derived from, provrdmg merchant acquiring ser-
vices to one of these cI|ents Bank of America. Refer to Note 22 in
the consclidated fmanfcmllstatements for more information on the
acquisition of TSYS Acqumng |

On January 25, 2005, the Company announced that it had
extended its agreement wat'n Bank of America for an additional
five years through 2014. Addttlona”y, on October 6, 2005, TSYS
Acquiring announced the renewal of its agreement to provide
merchant acquiring servrces toI Bank of America. '

On June 30, 2005, Bank of 'Amerrca announced its planned
acquisition’ of MBNA. lIn December 20053, TSYS received official
notification from Bank lof Amerlca of its intent, pending its acqui-
" sition of MBNA, to sh|ftnthe processmg of its consumer card
portfolio in house in October I2006 On January 1, 2006, Bank
of America's acqursmoh of MBNA was completed and in October
2006 TSVS deconverted|'the Bank of America consumer card
portfolio. TSYS contrm'res to prowde commercial and small busi-
ness card processing for Bank of Amenca and MBNA, as well'as

. tion of apprommatbly $£143.8 milfion in revenues from the loss|of

o . - 1
A A |
'I !

] I

| | : r

’ '. t

: ! |

merchant processmg for Bank of America, according to the term
of the exls'lung agreements for those services. - r

TSYS processmg ag‘reement with Bank of Amenca provided t'ha
Bank of Afnérica could terminate its agreement, with TSYS \fo
consumer credit card services upon the payment of a terminatiof
fee, the arhount dlf ‘which was dependent upon several factors
This fee of approximately $68.9 million was received in Octobe
2006 in conjunctaon with the Bank' of America consumer card
portfolio deconverISIon In ahticipation of the deconversion, TSY

accelerated the amortization of approximately $6 million in conT
tract acquisition cbsts (compnsed of $4 million of amortlzatror'
related to payments~for processing rlghts which was recordedla<
a reduction of revenues, and $2 million of amortization expenss
related to conversion costs). The loss of Bank of America could
have a material adverse effect on the Company's financial posi{
tion, results of opdratlons and cash flows. -1 E

In 2006, all relatlonlshlps with Bank of America generated a colmw
bined total|of $434. 2 million in revenues, or 24. 3% of total rev
enues. TSYS projects anannualized loss of approxrmately
$243.3 m|II|on in revénues with the deconversion of the consumer
card portfollo or alpprommately 13.6% of total revenues in 2006
Excluding réimbursable items, TSYS projects an annualized redtlJCl

the consurmer card portfollo whlch is. approximately 10.0% of
TSYS reverfues before relmbursables in- 2006, 1 ‘ [
Bank of Amerlca accbunted for approximately 24.3%, 22.3% and
18.5% of totaf revehues for the years ended December 31, 2006
2005 and 2004 reslpectlvely This amount con5|stsrof processrngl
revenues for consumer, commercial and merchant. acquiring ser-
vices, as well as relrlnbursable items. Of the $434.2 million for the‘
year ended December 31, 2006, approxrmately 29.8% wlas
derived from Bank of America‘for féimbursable :tems Bank of
America acdounted for apprommately 21.2%,17.8% and 14.9% of
revenues before rermbursable items for the years ended Decem-
ber 31, 2006 2005 and 2004, respectwely The majonty of the
increase in revenuesiderwed frém Bank of America for 2005, as
compared tlo 2004| is the result of, rncrudmg TSYS Acqwnngs
revenues for merchant acquiring services from Bank of Amerlca

With the delconver‘hc')n of the consumer card portfolio in 2006,

TSYS belleves that revenues from Bank of America in 2007 wl|||
represent less than 10% of TSYS! conso'ndated revénues,

On Octoberi13 2004 TSYS flnahzed a definitive agreement wr'lch
JP Morgan Chase &JCO {Chase) to service the combined car‘d
portfolios of Chase|Card Services and to upgrade its card- -pro-

. cessing technology Pursuant to the agreement TSYS convertad
. the consumer dccounts of Chase to the modified version of TSZ in

July 2005. TSYS eprcts to maintain the card- -processing functions

. ofChase Card Servrce[s for at |east two years. Chase Card Services
. thenhas the optron 10 either éxtend the processing agreement for

up o five addmona'. two-year periods.or migrate the portfo'no in-
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1

ouse, undera perpe}ual license of a midified version of TS2 with
six-year payment term. TSYS expectst that Chase will discontinue
ts processing agreer?ent according tolthe original schedule and
ill license TSYS' processmg software i |r| the third quarter of 2007.

hase accounted for approximately 1I;J 1%, 10.1% and 9.0% of
otal revenues for the years ended Decimber 31, 2006, 2005 and
004 respectively. The loss of Chas|=- ¢could have a material
adverse effect on the Companys financial position, results of
operatuons and cash flows

-

Refer to Note 20 in the consolidated financial statements for more
information on major customers. ;

The Company works to maintain a large and diverse | customer
base across various industries. However, in addition to its major
customers, the Company has other large clients repreTsentmg a
significant portion of its total revehues. The loss of any-one of the
Company's large clients could have a material adverse effect on
the Company's financial position, results of operations: tand cash
flows. <

o Iy

Accounts on FiIe.(AOF) Infoermation (in millions)
K ' r ; : - I

oy i N

ar i

'

Percent Change' .

1

| : 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
At December 31, - .. ..t 4164 4379 357.6 (4.9)% | 22.4% -
Y'TD‘Av'erage L 1 ................... 415.6 401.1 303.1 3.6 323
CvF by I’ortfollo T;pe ) :
i ' ' . ’ ) [ -
! « \ . ) . ) ___Percent Change -’
At December 31, __ | . 2006 % 2005 % 2004 % . 2006 vs. 2005 2005 vs. 2004
Consumer . ...... P 2627  63.0% 2675  61.1% 2033 569% (1.8)% L 315%
Retail® . ...t vt 553 - 13.3 87.0 - 19.9 936 - 262 - (36.4) 7:1)
‘Stored value*. ... Lo 407 98 29 61 M9 33- 515 . om
Commerual.. R N R Y oo 324 7.7 30.1 6.9 256 7.2 6.5 177
Government s‘.erwcesI .................. 21.2 5.1 18.8 4.3 163 - 46 - 12.7 154
U 4.4 1.1 7.6 1.7 6.9 1.8 (41.8) 10.5
Yotal. ... 416.4 100.0% 437.9 1000% 357.6 100.0% (4.9) 224

* Ceértair.accounts previous

nrri = not meaningful®

ACI)IT: by ‘Geographic Area

ly classifie{i as Retai| have been reclassified as Stored Value to conform with the presentation adopted in 2006.
i

" Percent Change

<
f

357.6

At 5““@,'31' : ‘2006 % 2005 _% 2004 . % . 2006vs 2005 2005 vs. 2004
Domestic. . <. . . . - P 348.5 83.7% 381.8 87.2% 3082  B6.2% (8.7% © 23.9%
International. . . . . . et e 679 163 561 128 494 138 210 134
ot P 416.4 100.0% 437.9 100.0% 100.0% (4.9) 224

|
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Activity in AOF |
1.

Purges/Sales. . . } e [P AN
Deconversions . . I S e e :

Ending balance .. . ! .. o e

t 1 L i | .
i .

i 2005 to 2006
i

! 2004 to 2005 2003 to 200
........... ] ol a3z 357.6 2739
.......... oo 3ee 0 a8 369
....... ool e 0 s 491!
S oAb e pe (1.1)
.......... D N UE T X I -/ BN P}
................ | 4164 a9 | 3576,

it e
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Electronic Payment Processing Services

Electronic payment proc':essing services revenues are generated
primarily from charges based on the number of accounts on file,
transactions and authorlzatlons processed, statements mailed,
cards embossed and’ malled and other processing services for
cardholder accounts on frle Cardholder accounts on file include
* active and inactive consumer credit, retail, debit, stored value,
) government services land commercial card accounts. Due to the
strong organic growth of TSYS clients and the expanding use of
cards, as well as increases in the scope of services offered to
clients, revenues relatlng to electronic payment processing ser-
vices have continuedito grow

!
i
'

Electronic payment processing‘ services revenues increased
13.7%, or $119.3 million for the year ended December :31,
2006, compared to the year ended December 31, 2005, which
increased 14.5%, or $1 10.2 m||||on compared to the year ended
December 31, 2004. Thenmpact of acquisitions on consolldated
electronic payment processmg services revenues for each of the
years presented was $24 4 m|II|on in 2006, $1%.6 million in 2005
and $8.2 mllllon in 20041 ' :

t
Electronlc;Payment Processing '
Services Revenue: -

(in millions})

$989.1

.
i
1
i

[H
B
I

$759.5

2000 2003 2004 2005 2006

|

¥

© TSYS converted the vast majority. of the Capital One portfolro

In March 2004 Bank of America acqurred FleetBoston. In con
nection wrth the extended agreement with Bank of America, TSYS
converted the FleletBoston card portfollo to TSYS processmg
system |n March 2005 - ‘

|
In August 2005 TSYS finalized a five year deﬂnmve agreement
with Cap|tal One 6 provide processing services for its North
American’ portfoho' of consumer and small busrness credit card
accounts. TSYS plans to complete the conversion of Capltal One’s
portfolio from its in house processing system to 152 in phases
beginningin July 2006 and ending in early 2007 .1n October2006

onto its T52 platforrn TSYS expects to maintain the card pro-
cessing functlons c'>f Capital One for at least five 'years. After a
minimum of three years of processing with TSYS, the” agreement
provides Capltal Orlte the opportunity to license TS2 under a Iong—
term payment structure. : E !

. ‘ i
In July 2093 Sears and Cmgroup announced an agreement for
the sale by Sears to|Citigroup of the Sears credit caro and fmancIlaI :
services businesses, The TSYS/Sears’ agreement granted to Sears
the one- tumle right Ito market test TSYS' pricing and functlonalrty
after May 1) 12004, Wwhich right was exercised by Cltlgroup (n June
2005, TSYS annou:nz:ed that Citigroup would, move the Sears
consumer l\lflasterCard and private-label accounts'from TSYStln
a deconversmn that accurred in June 2006. During the year ended
December 31, 2006‘ TSYS' revenues from the agreement with
Sears represented less than 10% of TSYS’ consolidated revenues.
TSYS expects to continue supportlng commercial card accounts
for Cltlbanl,( as weII as Citibank’s Banamex USA consumer
accounts, accordmg 1o the terms of the existing agreements for
those portfohos If

On August 2, 2004, TSYS completed the acqmsrtron of Clarrty
Payment Solutrons ne, {Clarity) for $53.0 million intcash and had
direct acquisition costs in the amount of $515,000. Clarity was
renamed TSYS F‘repaid TSYS Prepaid is a provider of prepaid card
solutions that utilize the Visa, MasterCard, EFT and ATM networks
for Fortune 500 cor‘npanles as well as domestic and rnternatronal
financial |nstltut|ons (The Company believes the acquisition of
T5YS Prepaid enhances TSYS' processing services by addmg

enhanced functmnahty and dnstmct value differentiation for TSYS
i

.
. 1
. . )




and its clients. TSYS Prepaid operates a’ a separate; wholly owned
subsidiary of TSYS. Refer to Note 22 in the consolidated financial
statemen:s for fur‘th:er information on the ach|s1t|on of TSYS
Prepaid. : ]

Mercha ot Acqurrmg Serwces ]

Merchant acqumng services revenues are defived from providing
acqumng solutions, reiated systems and integrated support ser-

V|c-=s to financial |nst|tut|ons and-other merchant acquirers. Rev- .

enues frcm merchant acqumng services include processing afl
pavment forms mcludmg credit, débit, prepald electronic benefit
transfer and electronlc ‘check for merchants of all sizes across a
widle arra of fetail market segments. Mercha nt acqurnng services
include authonzatlod and capture of transactions; clearing and
settlement of transactions; information reporting services related
_to transzctions; merchant billing services; and point- -of-sale
equlpment sales and service.

On March 1, 2005, "I'SYS acquired the remaining. 50% of TSYS
Acqumnc formerly operatlng as Vital Processrng Services, LL.C.,
from Visa for $95.8 mllhon in cash, |nclud|ng direct acquisition

costs of $794,000. TSYS Acqumng opelrates asa separate wholly” -

-owned sub5|d|ary of TSYS As a result of the ach|5|t|on ‘of control
.of TSYS e'\cqu:rlng, TSYS changed from the equity method of
accountirg for_the mvestment Jin TSYS Acqumng and began
consohdatlng TSYS Acqurnng s balance sheet and results of oper-
ations. Re: fer.to Note 22 in the consol:l:iated fmanmal statements
for more inforrnatlon on the acquismcn of TSYS Acqurrlng

Revenues from merchant acquiring services are mannly generated
by TSYS' wholly ownled subsidiary, TSYS Acqurrlng, and-majority
- awned st bsidiary,. GP Net, Merchant ccqumng services revenues
4|ncreased 9.6%, or $22 ? million; for the year ended December 31,
2006 corwpared to the year ended Dedember 31, 2005. Merchant
acquiring serwces revenue for the years: Innded December 31, 2006,

2005 and 2004 Wwere $260.3 million, $237 4 m|II|0n and $26.2 mil-

1
lich I»respectrveiy The increase is corqp!etely attributable to the -

consoludatlon of TSYS Acquursngs results effective March .1, 2005.
Pnor to the acqmsmoh of TSYS Acqwrlng, TSYSttevenues included
fee s}TSYE- charged to TSYS Acqumng 1or cleanng and settlement
processmg support IThe impact of acqursmons on consclidated
‘me rchant acquiring services revenues for each. of the years pre-
. sented was $229.9 mllllon in 2006 and $209. 3 million in 2005

N S
i r

-

_Merchant ‘Acquiring Services Revenue

{in mrlhons)

.1$235° $250 © $26.2 '}

2005

2002 2003 ' 2004 ‘2006’

‘q

TSYS Acqumng s results are drlven by the authorization-and capy

ture transactions processed at the point- of-sale and clearing, and,
sett!ement transactions. TSYS Acquiring’s authorization. and. cap-
ture transactions are - pnmarﬂy through ‘dial-up or Internet
connectivity. © DU v

r

Durlng 2006, TSYS Acqurrlng renewed long -term agreements :

with five of its top 20 clients; as well as srgned several new. clients.

'TSYS Acquiring also announced plans to integrate cleanng and

setilement processing for Discover Network card acceptance’into
its offering for merchant acquirers - and |ndependent sales
organizations. ST Tk

TSYS Acquiring also expanded.its solution set during the year to
include enhanced,gift card, enhanced statements, new |nternet-
based reportlng capabilities, contactless, merchant cash advance
services and upgraded Dynamlc Currency Conversion and multi-
currency processing services.

Effective January 1, 2006, Golden Retriever Syste;ms- LLC.
{Golden Retnever) became a. wholly ‘owned subsrdlary of
Enhancement Services Corporation (ESC). Also effective Janu-"*
ary 1,.2006, Merlin Solutions, L.L.C. {Merlrn) became a wholly
ownéd subsndlary of TSYS. Both entities were prewously whoIIy‘
owned sub5|d|arles of TSYS Acquiring and were reported under,
the merchant acquiring services segment. Revenues for Golden

Retriever and Merlin continue to be reported as merchant acquir; -

ing services. Effective January 1, 2006, the financial results of the
two entities were included in the doriestic-based su pport services -
segment. The segment results for previous penods have been -
reclassified to reflect the change. - 3

In December 2005, TSYS Acquiring closed its point of sa]e_terminal
direct distribution sales office in San Diego, CA, resulting in a
decrease of approximately $13.3 million in revenue in 2006, as
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compared to 2005. TSI»YS Acqwrlng is also experiencing moderate
market prlce compressmn as weII as client deconversions.

i v
Other Servr'ces Lot

Revenues from other|sefvices consist primarily of revenues gen-
erated by TSYS" wholly owned subsidiaries not included in elec-
tronic payment processing services or merchant acquiring
services, as well as TSYS' busmess process management services.
These services include ma|l and correspondence processing ser-
vices, teleservicing, data’ documentatlon capabilities, offset print-
ing, client service, collectlons and account solicitation services.
T5YS prowdes clierts, ,'through its wholly owned subsidiary,
Columbus Depot Equlen:'\ent Company, with an option to lease
certain equipment necessary for online communications and for
the use of TSYS applications. Through its wholly owned subsidiary
Columbus Productlons Inc., TSYS provides full-service commer-
cial printing services to TSYS clients and others. TSYS Total Debt
Management, Inc. (TDM) provides recovery collections work,
bankruptcy process management, legal account management
and skip tracing. ESC p'rowdes targeted loyalty consulting, as
well as travel, gift card and merchandise reward programs to more
than 40 national and}reglonallfmanaal institutions in the United
States. TSYS Managed Serwces EMEA, Ltd. {TSYS Managed Ser-
vices) provides spemahzed customer-servicing operations, includ-
ing back-office, cross- selhng and up-selling activities for financial
institutions engaged n electronlc payment processing and mer—

|
chant acquiring activities: !

Revenues from other 'ser;vices increased $2.5 million, or 1.4%, in
12006, compared to 2003. In 2005, revenues from other services
increased $11.7 rnllllon or 6.8%, compared to 2004. Cther services
revenues increased prllmanly asa result of increased debt collec‘hon
services performed by TE‘)M acqu|5|t|ons and the revenues asso-
ciated with ESC. The r{npact of acquisitions on consolidated other
services revenues for each of the years presented was $3.2 million in
2006, $1 2 million in 2005 and $0.1 million in 2004.
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{in millions) !
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|
Other Services Revenue
|

$1826 $
$170.9

oo j
2002 2(l)03 2004 2005 2006

In May 2006, TSYS; CO”eCtIOI’l subsudlary renegotlated a contract
with its Iarg‘;est chent One of the provisions that was changed
related to the handlmg of attorney fees and court costs. In rewew-
ing the |nd|cators set forth in EITF Issue No. 99-19, “Repom.;':g
Revenue Gross as a Pnncnpa»' versus Net as an Agent,” TSYS met
the |nd|cators of * gross reporting,” specifically TSYS is the pri-
mary obligor and adds value as part of the service. Prior to the
renegotiation, TSY5 recognlzed $25 9 million, $32.1 million and
$33.9 million of att(lznjney fees and court costs for the years ended
December 31 2006 2005 and 2004, respectively, as other ser—
vices revenues Aft:er the renegotiation, these fees and costs are

u

now |nc|uded in re|mbursables _ !

. 1 i
On November 16,|2006, TSYS announced a joint venture W|th
Merchants, 'a customer-contact company and a. wholly owned
subsidiary of Drmensilon Data, to deliver a comprehensive range
of managed servuces to financial institutions across Europe, the
Middle East and Afnca The new venture is called TSYS Managed
Services and includes existing Merchants centers that compnse
more than 200 seat!s :n Milton Keynes, England, near London, and
Barneveld, The Netherlands near Amsterdam. TSYS Managed
Services is expectc'ed to add future, centers in other countries
throughoutlEurope and in South Afrlca < :
Prior to the'new agreement TSYS contracted with Merchants|
provide these serwces to TSYS' international clients, and these :
services were characterized as reimbursable items. With the new
agreement}these s‘erwces will be characterized as other servuces
revenues, TSYS Managed Services operates as a separate, major-
ity owned subsadlalry of TSYS. Revenues associated with TSYS |
Managed Services are included in international — based support
services for segment reporting purposes. Refer to Note 22 in the
consolldated ﬂnanc'lal statements for further information on TSYS
Managed! Ser\nces i { :

SRR | |
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RE lmbu rsable ltelms ‘ - The Company's revenues from rermbursable items are |mpacted

by acquisitions. The impact of acquisitions on consolldated reims-
bursable items revenues for each of the years presented was "

As a result of the FASBs EITF No. 01-14 (EITF 01-14), “Income

Statement Charactenzatron of Rermlbursements Received for $46.4 million in 2006 $39.5 million in 2005 and $08 million ml
Out of-Fotket’ Expenses Incurred,” tlne Company has included 2004

relmbursements received for out-of- pocket expenses as revenues o : l :
and] expenses. Thellargest. reimburszment expense for which In connection with. the. renegotlated contract dlscussed in other
TSYS is reimbursedjby clients is po=ltage Reimbursable items services revenues, TSYS has recognized $20.2 million of attomey
increased $39.6 million, or 12.6%, in 2006 as compared to 2005. fees and court costs for the year e”dEd December’ 3‘1 2006 as
Reirmbursable items ncreased $82. 8m|ll|on 0r35.9%, in 2005, as reimbursable |tems . : ‘
compared’ 02004} o . ' ‘ o

oLt

A S e

Opera1 ing Expenses B ‘ ,

As a percentage oflrevenues, operatlng expenses decreased in 2006 to 80.0%, compared to 82.1% and 83 0% for 2005wand 2004, L
re: >pect|\ ely, Asa percentage of revenlies, the decrease in expenses for the year ended December 31, 2006 and the decrease for the year
ended Dacember 3‘I 2005, include anjincrease of $1.1 million and a decrease of $1.3 million related to the effects of currency transtation of
tha Comoany’s fore|gn based subsidiajies, branches and divisions, respectrvely The impact of acquisitions on consolldated total expenses
for each of the years presented was 3251 8 million in 2006, $221.4 million in 2005 and $9.8 million in 2004. Operatlng expenses ! were
$1,430.1: ‘million in 2006 compared ts $1, 315 8 million in 2005 and $984.8 million in 2004. o |

Salane: and Otller Personnel l xpense

i i
Summarized below are the major comoonents of salaries and other personnel expense for the years ended December 31, 2006 2005 and
2004: |
. o

i

! - ' Years Ended December 31, . . Percent Change t l
(1. thousands) ; ‘ ©2006° " 2005 2004 2006 vs. 2005 2005 vs 2004
SAlares . L e - $386,881 351,013 281378 10.2% to24.7%
Employee beneﬂts% .......................... A 105,362 105,306 71,682 0.1. {469
Nonemployee-wages'”. .. .. .. .. . 43,861 36,061 15,656 - 21.6" 130.3
. Share-based compensation. .. ... .. ... PP 9,157 1,137 .= nm © . nm
SCther ... P T e 12,236 8695 ' 6778 T 407 : 28.3
Lesfs capitalized expenses .................... D {35,241) (39,995 (13,962 11.9 <1865y |
"Eogals, T S $522,256 462,217° 361532 - 13.0 278 ]

} R g . ; . |

- . |

nim = not-meanlngf!ul . i - l S ) . . g
C : - : A :

-

‘ _Salanes and otherlpersonnel expen:e increased 13.0% in 2006 over 2005, compared to 27.8% in 2005 over 2004. The |mpact of -
acquisitions on consohdated salaries dnd other personnel expenses for each of the years presented was $91.5 million in 2006, $p4 4 millioh
in 2005 and $3.3 mnlluon in 2004. In.: dditio'n' ‘the change insalaries and other personnel expense'is associated, with the normal salary
'ircreases and related benefits, offsét I)y the level of employment costs ¢a pltahzed as software development and contract acqurmtron costs.
 Salaries and other personnel expense include the accrual for performance-based incentive benefits, which includes salary bonuses, proflt ’
sharing and employer 401(k) expenslns For the years ended December 31; 2006, 2005 and 2004, the Company accrued $39.0 million,

$48 1 million" and $22 5 million, respectwely, of performance-based incentives. . i

The Company’s salanes and other personnel expense is greatly influenced by tHe number of employees Below is a summary of the
Companys employee data : . . . . . 1‘

L

. Employee ‘Data:™" i . . ‘ . Percent Change . | ‘
(Full-tlml’ Equrvalents) Y - 2006 2005 2004 . 2006 vs. 2005 2005 vs. 2004
AtDecember 31, 1. ... L, SR 6,749 6698 5700 08% . 17:5%
YTD AVERAGE -+« b e e e 6,642 6317 5598 5.1 ‘128
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The majority of the i increase in theunumber of employeesin 2006 as compared to 2005 isare sult of the acqmsntlons of TSYS Card-Tech and
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TSYS Managed: Ser\nc!es \lvh|ch added 265 employees. The majonty of the mcrease in the nu_mber of employees in 2005 as compared to

- 2004 is a result of the! ach|5|t|on of TSYS Acquiring.

i|' ;
' . [
1 ) ' l i

The Company malntalns share based employee compensation plans for purposesof |ncent|ng and retaining employees. In December
2004, the FASB |ssued Statement of Financial Accounting Standards No. 123 (revised) (SFAS No. 123R) “Share-Based Payment whlch
the Company adopted on January 1, 2006. SFAS No. 123R requires the Company ito recogmze compensation expense for the nonvested

portion of outstandmg share based compensation granted in the form of stock options basedion the ¢ grant- date fairvalue of those awards

Refer to Note 14 in the consolldated financial statements formore, information onI share-based compensatson :

Share-based compensahon expenses include the impact of expensing the fair’ value of

stock options in: 2006 as well s expenses

associated-with nonvested sharesl For the year ended December 31, 2006, share- based rompensauon was $9.2 million, compared to

1

$1.1 million for the samelpenod in 2005.
!
1
f

)

Net Occupancy and Equrpment Expense .
{

Summarized below are the major.components of net occupancy and eqmpment expense.

B0

.

v
W

1
¢ ]
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: I
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¥

! :
{In thousands) I

Depreciation and amort|zat|on
Equipment and software Trentals A

y
|
|

Repairs and maintenance. . . . P SR

Impairmant of developedllsoftware

()ther..............|| ......

~a f

. Totals. . . . : S

B

'

I I
r il ll R _
: Years Ended De:ember 31, Percent Change |

2006 vs. 2005

7 ’
Net occupancy and eqtfupment expense increased 12.0% in 2006
over 2005, compared to 18.1%'in 2005 over 2004. The impact of
acquisitions on consalidited net occupancy. and eqmpment
expenses for each of tlhe} -years presented was $35.7 million lin
2006, $24.6 million in 2005 and $‘l 0 m|ll|on in 2004. :

n . N !
Depreciation and amorttlzat|on expense |ncreased $26.6 million,
or 24.6%, to $135.1 mlll!Ol"I for the year ended December 31,
2006, compared to $‘IDB||5 m|II|on for the year ended Decem-
ber 31, 2005, which mcrleased $27.2 miltion, or 33.5%, from
$81.3 million for the year ended December 31, 2004. Amortiza-

t |
tion expense of ||cen5ed computer software increased by -
$21.7 millien, ‘or 40. 8%, ‘an 2006 over 2005 as the Company’

expanded its- processmgl capamty Amortization expense of
licensed computer software increased by $15.6 million in 2005
compared to 2004. The Co’mpany has certain license agreements
requiring increased Ilcense fees based upon achieving certain
threshalds of procesmdg capacrty commonly referred to as mil-
lions of instructions plar secorlcl or MIPS. These licenses ate
amortized using a unlts-of-productlon basis. As a result of the
deconversions scheduled durmg 2006 and 2007, TSYS' total
future MIPS are expected lto decline, resulting in an increase in
software amortization for the perlods prior to the deconversion
dates. As it corverted the' yast ma]onty of the Capital One port-
falio, TSYS was operating zit its h|ghest production capacity in the

l

P

2006 | 2005 l 2004 1‘2005 vs. 2004
$135,137 aos 491 l | 81,256 24.6% | 33.5%
-109,'427 i% 487 © 88,742 13.4 I187
a2 aeo1d| ‘w43 37| 167 |

_ 3,619 | 10,059 (100.0) | (64.0)

25,631 l29 344 P20, 932 . (12.6) . 402 |
?5317.916 283 955 l 240, 424 ' 12.0 L1841 l
. . i '
l

Companys hlstory Th|s capacity level was de5|gned to maintain
the service, processmg needs ot all clients and was reduced as

3 i
4 certain cllents deconver‘ted in October 2006. Amortization .

' expense of developed software increased $327, 000 for the year

. ended December 3‘I 2006, as compared to the prlor period in
2005, as a relsult of %ome of the Company’s developed software
. becoming av‘aulable fc;r use in 2006 and being amortized. Amor-
- tization expense of developed software decreased $750 000 for
‘+ the year ended Decefmnber 31, 2005, :as compared to the pnor
" peried in 2004, as a iresult of some of the Company’s developed
'; software bedomnng fu]ly amortized dunng 2005 and 2004. As l’;!
- result of 'the deconversion of a corisumer por‘rfoho in Octo-

ber 2006, the Complany accelerated the amortization ofa maln-

. frame software operatmg system' dedicated solely to the
:~ processing of the {deconverted portfolro The ‘acceleration
' resulted in an mcrease'ofapprommately $11.0 m|II|on in software

, amortization and related prepaid maintenance in 20106 .
O; . \ H

. ' Do , |
' Through De(l:ember 2004, the Company invested a total of

1 $6.3 ml'lllon in develoblng its lntegrated Payrments {IP) Platforn’l _

suppaorting | the on-line and off- line debit and stored value mar;
.  kets. IP Platform would have glven clients access to all national
~ and regional networks EBT programs, HATM driving and swntchlngl
' services for oh line deblt processmg ;
S l H l

i .
[ “ : !
: |
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De .relopment relatmg specifically to th2 IP on-line debit platform
prrrnarlly consisted of a third party sofware solution. During the
irs’quarter of 2005, the Company e\IaIuated its debit solution
and 'deaded to modufy its approach in the débit processing
market With the acqunsmon of TSYS rlﬁlcqwrmg and debit alter-
natives now available, TSYS determlned that it would no longer
market th's third- party software produ< t as its.on-line debit solu-

and wnII enhance’ and develop a'new solution. As a result, TSYS
recognized an |mpaurment charge in et occupancy and equip-
ment expanse of apdroxumately $3.1 million related to this asset
during the first quarter of 2005. Tltne impairment charge is
reflected in the domestic-based supf.ort services segment. As
of [)ecemaer 31,2006, the Compiany has $0:5 million cap|ta||zed
nét of amartization, related to this asset' In September 2005, TsYS
also recogmzed an |h‘|pa|rment loss cn developed software of

$4E 2 000 i

[

Other Operatmgfxpenses I Lo

tion. TSYc will continte to support this product for existing clients '

During 2004, the Company decided to change its approach for
entry into the Asia-Pacific market. As a result, the Company
recognized a $10.1 million charge té net occupancy and equip-
ment expense for the write-off of the double-byte software devel-
opment project. The $10.1 million impairment charge is reflected
in the domestic-based support services segment.

TSYS' equipment and software needs’ are fulfilled, primarily
through operating leases and software licensing arrarigements.| -
Equipment and software rental expense was $109.4 million for the
year ended December 31, 2006, an increase of $12.9 million, or
13.4%, compared to $96.5 million for the year ended Decern-
ber 31, 2005, an increase of $7.8 million, or 8.7%, compared to ‘
$88. 7 million for the year ended December 31, 2004. The Com-
pany's equment and software rentals increased for 2006, as
" compared to 2005, as a result of software licenses thatare leased]
under processing capacity or MIPS agreements, - as well as
increased equipment expenses associated with prowdmg addi-

tional capacity for the Capital One portfolio conversions.
1

Surnmarlzad below are the major com :)onents of other operating expenses for the years ended December 31, 2006, 2005 and 2004:

ot ) Y Years Ended December 31, Percent Change ’

Ui thbusands) e i 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Third-party data prpcessmg serwces L. $ 39,783 42,743 5,493 (6.9% l nm% |
‘Supplles and’ stationery ......................... 26,803 28,947 25,215 (7.4) 1 14.8
Cour't costs assocuated with debt coIIectlon services . . . 25,935 32,117 33,930 {19.2) . {5.3).
Prcfessuonal adwsory SEIVICES . v\ vt 23,412 25,991 11,457 (9.9) 126.8
Travel and busuness development .................. 20,208 16,692 11,958 21.1 | 39.6
Amortization of conversron Costs ... ... .. SO0 ..., 217,840 . 15,920 11,540 12.1 | 38.0
Terminal deployment COSES . .%r.in i, T 12,304 24,867 — {50.5) " nm
Transaction processing prowsuons ................. 10,981 7,397 9,878 48.4 (25.1)
‘Managernent fees l ..... N e : 9,040 8,272 8,659 9.3 ©{4.3)
Amartization of achI5|t|on |ntang|l:)|es ............. 5,108 3,205 1,458 | 594 . 1198
Bad debs (recoveries} expense, " . . .. A R ' (164). 3,482 (1,0868) * nm © nm
Other. . . ... v o e e e e 45,929 46,856 33,247 (2.0) ‘ 38_.0

Totals. . ... ... e $237,179 256,489 (7.5) L 68.2.

152,449

nm = not meaningful
1

1

‘Other opérating expenses decreased 7:5% in' 2006 compared to
2005, and mcreased 68.2% in 2005 .compared to 2004. The
|mpact of acquisitions on consolidated other operating expenses
for. each of the yealrs presented was $78.3 million in 2006,

$92. 8 mill'on in 2005‘and $4.7 million- in, 2004 The decrease of
the impact of ach|sat,|ons for other operating-expenses between
2006 and 2005 is the result ofthe closmq of TSYS Acquiring's point™
of sale terminal dlrect distribution sales office at the beginning of .
" 2006 Othzr operatlng expenses were also impacted by the court
cosis assatiated with a debt collection & rrangement, amortization
of contract acqunsmdn costs and the |provision for transaction

processing accruals. Amortization of contract acquisition costs .
associated with conversions was $17.8 miilion, $15.9:million and
$11.5 million in 2006, 2005 and 2004, respectively. -

Otheroperatmg expensesalso |nclude among otherthlhgs costs
associated with delivering merchant acquiring ser\nces profes-
_ sional advisory fees, charges for’ processing errors, contractual ‘
commitments and bad debt expense.: Management’s evaluatlon
of the adequacy of its transaction Pprocessing reserves and aIIow-
ance for doubtful accounts js- based on a formal analysns which
assesses the probability of losses related to contractual contin-
gencies, processing errors and uncollectible accounts. Increases.

i




and decreases in transaction processing provisions and charges
for bad debt expensc% arb reflected in other operating expenses.
For 2006, 2005 and 2004 transactlon processing pravisions were
$11.0 million, $7.4 m|II|on and $9.9 million, respectively. For the
years ended December 31, 2006 and 2005, the Company had
recoveries of bad debt expense of $164,000 and provisions for
bad debt expense of, ' $3:5 million, respectively, and for the year
ended December 31 i2004 the Company had recoveries of bad

debt expense of $1. 1 mllhon
|
Operating Income [ f

Operating income |ncreased!24 4% to $357.1 million in 2006,
compared to $287.1 mlihon in 2005, which was an increase of

42.0% over 2004 operatrng income of $202.2 million. The oper- -

ating income margrn]rncreased to 20.0% in 2006, compared to
17.9% and 17.0% in 2005 and 2004, respectively. The increase in
operating margin for’2096 was the result of the Bank of America
deconversion fee, offset by the acceleration of the associated
amortization of contract ach|5|t|on costs and software amortiza-
tion. The margin for 2005 mcreased when compared to the same
period in 2004 rnarnly as a result of the consolidated results of
TSYS Acquiring, and mcreased revenues and benefits associated
with increased operatmg leverage. Operating income margin in
2004 was primarily impacted.by the impairment charge for the
double-byte project,|increases in the accrual for perfoermance-
based incentive benefits, and the decrease in revenues from

clients in Mexico. !

The Company's operatin'_g profit is impacted by the acquisition of

TSYS Acquiring. Priorito :acquiring control, TSYS accounted for its
investment in TSYS Acqumng using the equity method of
accounting. Only TSYS' 'share of TSYS Acquiring’s earnings was
included in TSYS'- net mcome After acquiring control of
TSYS Acquiring, TSYS began consolidating TSYS Acquiring's
results of operations. |By,consolidating the results of TSYS Acquir-
ing, the impact will indrease operating profit as compared to
periods that TSYS used fthe equity method of accounting.

Nonoperating !ncome (Expense)
!

Nonoperatlng |ncome hconsmts of interest income, interest
expense and gains and losses on currency translations. Nonop-
erating income |ncreased in 2006 and 2005, as compared to 2005
and 2004, respectively, prlmanly due to the increase in interest
income. Interest income for 2006 was $14.1 million, a 134.8%
increase compared tb $6.0 million in 2005, which was a 110.5%
increase compared to $2.9 million in 2004. The variation in inter-
est income is prlmarlly attributable to the fluctuations in the cash
available for rnvestment and higher short-term interest rates.

In connection with the acqwsmons of TSYS Card Tech and TSYS .

Managed Services, the' Company loaned $61.8 million to its

'
|
! |
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) 'i , : .
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UK operation as aniintercompany loan. The financing require
the unit to repay the| loan in US dollars. The functional currency,o

the European operatlons is the British Pound Sterling (BPS). As the
Company, translates the European financial statements into us
dollars, the translated balance of the financing (liability), i
adjusted upward or downward to match the US-dollar obligation
{receivable) on the| Company s financial statements. The upward
or downward adjustment is recorded as a gain or loss on forelgn
currency translation. As a result of the financing, 'the Company
recorded'aiforergn currency translation gain on the Companys
financing arrangement with its European operations during 2006
of $3.8 million. The! balance of the financing at December 31
2006 was, approx:mately $61.8 million. |

{

in October 2006, tde Company prowded flnancmg of approm-
mately $2.1 million o its operation in Japan through an inter-
company loan. The financing requires the unit'to repay the
arrangement in US dollars. The functional currency of the oper-
ation in Japan is the Japanese Yen. As the Company translates the
Japanese ﬂnancnall statements into US dollars, the transla'ced
balance oftlhe flnancmg {liability) is adjusted upward or downward
to match the US-dollar abligation (receivable) on the Company's
financial statements The upward or downward 'adjustment is
recordedt‘as a galr:\ or loss on foreign currency translation. As a
resuit of the flnancung, the Company recorded a foreign currency
translation Ioss on the Company’s financing arrangement withiits
Japanese operatnons during 2006 of $31,000. The balance of the

financing at December 31, 2006 was approxlmately $2.1 mllhon
{

The Company records forergn currency translation adjustments
on forergn-denominated balance sheet accounts. The Company
maintains several cash accounts denominated in forergn curren-
cies, prrmanly in Euros and BPS. As the Company translates the
foreign- denomlnated cash balances into US dollars, the trahs-
lated cash balance is adjusted upward or downward dependmg
upon the fareign duhency éxchange movements. The upward or
downward adjustment is recorded as a gain or loss on foreign
currency translation |n the Company's statements of income. ‘As
those cash, accounts have increased, the upward or downward
adjustments have |:ncreased The Company recorded a translatlon
loss of approximately $1.7 million for the year ended Decem-
ber 31, 2006 related to the translation of cash accounts. !

I

The balanlce of the Companys foreign- denomlnated cash
accounts subject to: nsk of translation gains or losses at Decem-
ber 31, 2006 was approxnmately $32.8 million, the ma]onty‘ of

which is denominated in Euros. ,
1

Income Ta)res rl
Income tax expense was $126.2° m||||on $103:3 mllllon and
$77.2 mllhon in 2006 2005 and 2004, respectively, representlng
effective income tax rates of 33.8%, 34. 9% and 34. 2%

o | : .|




: S .
espectively, The callculation of-the e;ffective tax rate includes
indrity. interest in consolidated subsidiaries’ net income and
quity in income of equity investments in pretax income.
- ! :

In the fourth quarter ;of 2006, the Unite;d States Congress passed
Ieglslatron extendlng various tax credits including a credit for
Research and Expenr;nentatlon Credits for the tax year. As a result
of this legislation, the Company reduced tax expense for 2006 by
approxlmately $1.1 million.

i

In Juiy 2()06 TSYS changed the structure of its European oper-
at|on fram a branch' structure to a statutory structure that will
facmtate continued expansion in the European region. TSYS
adapted the permanent reinvestmentlexception under Account-
ing| Princples Board Opinion No. 23 (APB 23} “Accounting for
Income Taxes — Special Areas,” with respect to future earnings of
certam foreign subsrd|arnes As a result, TSYS now considers for-
e|qn earnings related to these foreign operations to be perma-
nently re nvested.” '

The new statutory structure provides TSYS with marketing and
personnel hiring advantages when [compared to the former
branch cffice, as well as providing TSYS with certain U.S. and
u. < tax benefits. As a result of the new structure, TSYS reduced
prevuously establqshed tax reserves that would no longer be
required under the | new structure in 1he amount of $5.6 million
in the third quarter of 2006. Inthe thlrcl quarter of 2006, TSYS also
reassessvd its contingencies for federal ‘and 'state exposures,
which resulted in an ircrease in tax contingency, amounts- by
app_roxm\ate|y $1.5 million.

_During tne first quarter of 2006, TS\‘IS received notices of pro-
posed adjustmentsj relating -to taxes due for the years 2000
thrc‘)ugh 2003. Asa result TSYS recordled a reduction in previously
recorded income tax liabilities of $1.7 million which reduced
income tax expense for the first quarter of 2006.

TSYS‘ inzrease in it:!; effective income: tax rate for 2005 was.pri-
marily due to the result of changes in tax credits expected to be
realized and reduction in foreign tax ‘credits.

.

Eq;uity' in Incon-rrie of Equity Inv:estmlents

TSYS' share of mcorne from its equrtv in equity investments was
3. 2 million, $6.1 mrlhon and $23.7 imillion for 2006, 2005 and
2004, re spectively. IT he decrease forj2005 is the result of TSYS'
purchase of the remalnmg 50% of TSYS Acquiring on March 1,
2005 and the subsequent inclusion of TSYS Acquiring's operating
results in TSYS' statements of income. Refer to Note 22 in the
consoliclated flnan(:lal statements for further information on TSYS'
a(_qU|5|t|on of TSYS, Acquiring.

Total System Services'de México, S.A. de C.V. |

The Company has an equuty investment with a number o'f Memcan
banks and records its 49% ownership in the equity’ ifvestment
using the eqmty ‘method of accounting. The operat1on TSYS
de México, prints statements ‘arid provides card-issuing support
ser\nces to the equity investment clients. i

’

During 2006, the Company's equity in income of equnty invest-
ments related to TSYS de Meéxico was $3.4 million,, a 18 S%I
increase, or $524,000, compared to $2.8 million in 2005 wh|ch'
was a 62.9% increase, or $1.1 million, compared to 1. 7 miflion in

2004. i ‘

TSYS pays TSYS de México a processing support fee for certaml
client refationship and network services that TSYS de Mexlco hasI

" assumed from TSYS. TSYS paid TSYS de México a processing

support fee of $147,000, $141,000 and $200,000 in 2006, 2005
and 2004, respectively. Refer to Note 2 in the consolidated fman-I
cial statements for more |r\formatnon onrelated party tragnsactlonsI

China UnionPay Data Co., Ltd.

Effective November 1, 2005, the Company purchased an ipitia]
34.04% equity interest in CUP Data, the payments-processing
subsidiary of China UnionPay Co., Ltd. (CUP). CUP is sanctaoned
by the People's Bank of China, China'’s central banllc and has
become one of the world's largest and fastest-growing payments
networks, CUP Data currently provides transact|on drocessmg,
disaster recovery and other” services for banks and bankeard .
issuers in China. TSYS' equity in income of equity. |nvestments
related to CUP Data was approximately 5888 000 in 2006 com{-
pared to $63, 000 in 2005

Effective August 1, 2006 TSYS increased its ownersh|p interést |r|1
CUP Data to 44.56% upon its receipt of fegulatory approval in
China. Refer to Note 22 in the consolidated financial statements
for more information on the acquisition.of CUP Data:

TSYS Acquiring Solutions, L.L.C. |

In 1996, the Company formed Vital with Visa in order to expand |t|s
merchant processing business. In the ordinary course of busmess
TSYS, which owns the merchant back-end processing- software
used by TSYS Acquiring,’ provided processing services to
TSYS Acquiring. For 2005; TSYS generated $3.8 mllhon of revenule
from TSYS Acquiring, compared to $21.9 million in 2004 Refer to
Note 2 in the consolidated financial statements for more 1nfor—
mation on related party transactions. !

During 2005, the Company’s equity in income of.equity ir'west—
ments related to TSYS Acquiring was $3.2 million, a 85. 3%
decrease, or $18.8 million, compared to $22.0 million in 2004
The decrease in revenues and equity in income of equity mvest—
ments in 2005 is the result of consolidation of TSYS?Acquiring’s
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results on March 1, 2005 Refer;to Note ¢ in the consolidated
financial statements fpr condensed consolidated flnanc:|al |nfor-
mation for TSYS Acqt.iurlr?g i !

" On January 18, 2005, 'TSYS 5|gned an agreement to purchase the -

remaining 50% equity, stake that Visa held in TSYS Acquiring. The

transaction closed Marchﬂ 2005 TSYS Acquiring operates as a

wholly owned sub5|d|ary of TSYS ‘The purchase of the remammg
50% interest in TSYS Acqumng prowdes TSYS with greater syn-
ergies for its clients by oﬁerlng a broad range of point-of-sale
solutions. Refer to- Note 22 in the consolidated financial state-
ments for more mformatlon on|the acquisition of TSYS Acquiring.

Net fncome

Net income increased 28! 1% to $249 2 million (basic EPS of $1.27 -

and diluted EPS of $1. 26) |n 2006, compared to 2005. In 2005, net
income increased 29. 2% to $194 5 million (basic and diluted EPS
of $0.99), compared to $150 6 m|II|on (ba5|c and diluted EPS of
$0.76) in 2004. I

- Lo R
Net Proﬁt Margin Lo | '

The Company s net prpf\t{margm for 2006 was 13.9%, compared
t0 12.1% and 12.7% for the years ¢ ended December 31, 2005 and
2004, respectwely The Compalny s net profrt margin is lmpacted
by the acquasltton af 1;5\(5 Acqutr:ng Prior to acquiring contral,
TSYS accounted for its |nvestment in TSYS Acquiring using the
equity method of accduntlng Only TSYS' share of TSYS Acquir-
ing's eamings was |nc|uded in TSYS’ net income. After acquiring
control of TSYS Acqumng TSYS began consolidating TSYS Acquir-
ing’s results of operatlons hn March 1, 2005. By consolidatihg the
results of TSYS Acqumng, the: |mpact will be a lower net proflt
margin as compared to perlods that used the equity method of
accounting. TSYS' profit margin |5 also impacted by the'consol-
idation of majority-owned subsidiaries. The Company recognizes
only its share of net proﬂts from these entities, while consolidating
all of their revenues, WhICh has the impact of lowering overall net
profit margins.. : ‘1‘ l } - ‘

TSYS’ net profit margin ipcrea:sed for the year ended Decem-
- ber 31, 2006 as the resultlof tne Bank of America deconversion
fee, management’s focus on expense cantrols, lower effective tax
rate and increased inte'rest income offset by increased expenses
associated with sharle dasedi compensataon and increased

amortization. . - 51 ! ;

Profit Margins and Réimbhrs!éble ftems

Management believes that relmbursable items distort operatlng
and net profit margins 'as pefaned by accounting principles gen-
erally accepted in the Unlted Statess. Management evaluates the
Company's operating performance based upon operating and
net profit margins excludllng relmpursable iterns. Management

R
o

(in thousandls) } 1 2006 2005_| 2004 |
L t ] L]
Operating income . i $ 357,082 287,129 © 202,214
Net income, . . . .. .. % 249,163 194,520 150,558
Total revenues' A % $1,787,171 1,602,931 1,187,008
ot d 5
Operating margin (as B )
reported)l. ..... .t 20, 0% 17.9% 17:0
Net profit margln (asx, s ; :
reported) ...... 1 13, 9% 121% - 1279
Revenue be‘_for_e - b o . [
reimbursable o - |
items .1l .l‘. . $1,434,433 1,289,790 - 956,619
i Adjusted opleratrng l ' . | [ |
margin . P b o 24.9% 22.3% 211
" Adjusted net profit 1 ' ! o .
© + margin . :' ...... |: . 17.4% 15.1% 15179
vl ; L i
I

S L
} l | :
1
. . i
) .
i ' ;
1

1

: i
believes that 'oper 1t;1ng and net proflt margins excluding reim
bursable |tems are{more useful because reimbursable items do
not |mpact profltabrlity as the Company receives réimbursement
for expense}s mcurred on behalf of its clients. ‘

i

[ 4 '

1
i

!
Below .is the reconclllat|on between reported 1marg|ns and
f |
adjusted margms excludmg reimbursable items for the years

ended Decémber 31, 2006, 2005 and 2004: P .

i

! |-
| 4

Projected |Outfook for 2007 {

TSYS expects its 200; net income to dechne between '5%-3% ds
compared | to 2006 Hased on the - following assumptions:
{n rnc[udrng the Bank of America contract termination fee in
2006 of apprommately $68.9 mnlhon and an acceleration of amo-
tization of contract acquisition costs 6f approximately $6 mrHuor’t
estimated total revdnues will decline 5%-3% in 2007. Excludlng

R
- the termlnatron fee and reimbursablé ltems, revenues willi |ncrease

by 2%-5% over 2006 {2) the conversion of the Capltal Oné
portfolio, whnch was 's&bstantlally completed in the fourth quarter
of 2006, will be completed in 2007; (3) Chase will discontinue its
processing agreernent accordlng to the original schedule and W|||
license TSYS' processung software in the third quarter of 2007,

. |
- {4} expense reductlons in ernployment equipment, leases and

" other areas whlch arlellncluded in 2007 estimates WI” be accoml-
' plished; and (5) TSYS will not incur significant expenses associated

with the conver5|on c:lfpew large clients and/or acquisitions, or any
significant |mpa|rment of goodwill or other mtanglbles Excludlng

' the one-time|Bank of /I%rnenca contract-termination fee in 2006 of

|
! approxrmately $68.9 million and the acceleration of arnortlzatlon

in2007. ! l i

j
t of Bank of Amenca contract acquisition costs of approx|mately

%6 million, net |ncomehs expected to increase between-14%- 17%

|

!

%‘ :It
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Presentation of revenues and net inccme excluding the Bank of America termination fee, acceleratlon of amortization of= contract
cquisition costs and reimbursable items. are non-generally accepted accounting principlés (GAAP) financial measures. Thefollowung table
econciles the range of changes from 2006 to 2007, comparing non-GAAP financial measures to GAAP financial measures :

i i - Range of Guidance ' i
; ' : $in rnllhons) !

2007 Forecast . 2006 Actual Percent Change

\let incorne.". . ... i. R L .‘ ..... . . $ 238 10 $243° = 249 {(5%) to (3%)
[ ess: termination fee net of acceleration of amortlzatlon of contract - : '
- aqu|S| ion costs lnet oftax. .. ... i e — . . 4N —
Net incorne, excluding impact of términation fee, net of acceleration of - i !
amortlzatlon of contract acquisition costs ... ... $  238t0%243 = - 208. 14% to 17%
f . G = e - . .
l'ot.a|I reVenuUes ... ... ... ... T e $1.691 to $1,72‘5 .. 1,787 _(5%)l to (3%)
Leéss: re1mbursable |tems ............ S (294) (353) —
Les: termination fee net of related contract acqmsmon cost 3
amortization*. . .; ......................................... . — . (65) —
o i
Revenues, excludlng reimbursable items and net termination fee. . . . . . $1,397 to $1,431 1,369 2% to 5%

s

[

f
T SYS aceelerated the amonrtization ofapproxlmately $6 million in contract acquisition costs (compnsed of $4 million of amortization related to payments
f:)r processmg rightst whu:h was recorded as a reductnon of révenues, and $2 million of amertization expense related to conversion costs)

changes ir total rever!lues and.net mcorlne from 2006 to 2007 as a result of the Bank of America consiimer portfolio deconver5|on as the
non- GAAF’ financial measures exclude amounts that the Company does not consider part of ongomg operating results The non -GAAP
ﬁnanmai parcentage changes should not be considered by themselves or as a substitute for the GAAP percentage changes yearover year.

Bank of Araerica contract témination fez, acceleration of amort|zat|on of contract acquisition costs and reimbursable items and should be

|
used in ccnjunction with all publicly filédd financial statements and reports !

I
+

. PR

TSYS bef:eves the table above presents meamngful mformatuon to assist investors in understandmg the Company's financial estimates for{

The non-GIAAP measu'[res should be co]'\sadered as an additional view of the way TSYS' financial measures are'affected by the one- tlme‘ -

las
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Financial Posrtlon‘
Capital Resourcelzs |
I ‘
The Consolidated Statehents ofECash Flows detail the Company’s

Liquidity and |

cash fiows from operatmg ||nvest|ng and financing. activities.

TSYS' pnmary metl"lods1 for fundmg its: operations and growth

i
have been cash generated from current operations, the use of

I
leases and the occa5|onal use of borrowed funds to supplement

fmancmg of capital expendltures

I
The Companys consolldated statements of cash flows for the

years ended December 3‘I 2005 and 2004 have been changed to

correct an error in the cash flows received from its equity invest-

ments. The’ Compdnyihadlprewously considered dividends :

received from its equrty[ investments as returns of its |nve5tment :

and therefore classified Tthese cash flows as investing activities.
However,ithe Compalnyt has now determined that the dividends
from its equrty rnvestments should have been considered a return
on its investment and *clasmﬂed as an operating activity. lThe
change does not aﬁect‘netrlncome or earnings per share and

!
did not have an |mpact on the! Company's consolidated- state- .

1
ments of |ncome of| consoildated statements of shareholders’

eqmty for the years ended December 31, 2005 and 2004, respec- -

tlvely, nordid it have an |mpact on the consolidated balance sheet
as of December 3, 2005 I j !

The change |nvo|ved rncjreasir?g het cash flows provided by oper-
ating activities and decreastng net cash flows used in lnves;ang
activities by $1.7 m||||on and| $35 ¢ million for the years ended

December 31, 2005 and 2004, respectrvely ‘
i
Cash Flows fror_ril (]);perptilng Activities -
} | Years Ended December 31,
(in thousands) ; | 2006 2005 2004
Net income. . . .. . . e l $249,163 194,520 150,558
Depreciation and 1' P
amortization. . . ."J. .|l .. 184,894 150,077 108,588
- Other noncash items}and l; i
charges, net. . . . . K H . } A3.741) (23561 61,802
Net change in current and
Jong-term assets and |! |
current and long-te rmI t :
liabifities ... ... el (44,557 (80,447) 46,963
"Net cash provided from [ _ _
operating activitiesli ...| $385,759 240589 367,911
TN . i

TSYS main source of funds is denved from operating actlvrtles,
specifically net |ncorr'1e ’Dunr‘rg 2006, the Company generated
$385.8 million in cash from ]operatlng activities compared to
$240.6 m||||on and $367JI? million in 2005 and 2004, respectlvely

1
g r

'$10.1 million; respdctwely Refer t6 Note 5 in the consolldated

. R
'developed software. b

] .
|
i

M L

The |ncreia;5e in 2(}06 compared to 2005 in net cash provided b
operating actlvmes was pnmarlly the result of mcreased earning
and the change in the use!of cash related to the net change i

current and lang- ter?m assets and current and long‘term lrabrlrtle

The decrease in 2(|)C|)5 compared 102004 in net caph prowded by
operating activities was primarily the result of the change in Ithf
use of cash related to net change in current and long-term assets

i i
and current and Iong-term I|ab|||t|es
X i

Net change in current and Iong -term assets and current and long
term llab|||t|es include accounts recewable prepaid - expensles
other current assets and other assets accounts pdyable accrued
salaries and employee benefits, billings in excess of costs énc
profits on dncompleted contracts and other I|ab|l|t|e5 The change
in accounts receivable’ between the. years is the result of tlmmg ol

ollectlonsEcompaireld to bllllngs The change in accounts payable
and other liabilities|between years is the result of the t|m|ng of
pdyments, lfundmiq of performance -based mcen'pves and pay-

ments ofvendorrnvomes S t i

AN | |
During ZOIOSPand 2004 the Company recogmzed |mpa|rmenq
charges on mternally deve!oped software of $3 6 million and

financial statements for mare |nformat|on on thelrmpalrment of]
Lo
: | A i
Cash Fllolw‘s fromflnvesting Activities- | |

_ Years Ended December 31, |
L 2006 2005 2004

i. . |
{in thousands)} | ' ;
Purchases of propertyﬁand (. l f ' !
eqmpment net |.l. ..... - % (26,506)  (40,904) (53,890
| » |
Additions to licensed - ; : J
computer software from | i
vendors [. ... .1 b i (11,858) (12,875) (57,302)
Addlthf‘lS o |nterna'lly ! !
developed computer
softwaref. . . .. | ! ..... ¢ (13,972) (22,6P2) {5,224)
Cash used in acqulrs‘mons Vo | 1.
net of cash acquired . ©{69,391) (95,9‘70) ©{51,093)
Additions to contract - . . . - ' l i
acquisition costs ! ...\ (42.452) _(19.468) . (29,150)
. = ‘
Net cash used i in : ) O .
. $(164,179) (191,8[19)‘ (196,659

|nve5t|ng actr\.;lt;es Ca.

[ Z : 1' l

The major juses of cash for mvest:ng activities have ‘been the
addition of property and eqmpment primarily cornputer eqmp—
ment, the purchase of licensed corhputer software and |nterha|
development. of computer software |nvestments in. contract
acquisition|costs assoqated with obtalnlng and’ serwcrng new
or existing clients, bnd! business acquisitions. The Company usbdl
$164.2 mllllon in calsh fori mvestlng acthltles in ZOOd compared toy
$191.8. mllllon and 5196 7 million in 2005 and 2004 respectwely

e

-
|
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i
e major use of cash for investing activities in 2006 was for the
rchase of TSYS Card Jech and TSYS N{anaged Services and an
crease in the ownershlp equity of CUF, Data. The major use of
sh for investing activities in 2005 was 1or the purchase of TSYS
cquiring. . '
: |
- i
ropérty and Equipment

apizal expenditures| for property and equipment were
6.5 million in 2006,} compared to $4:0.9 million in 2005 and
53.9 million in 2004. The majority of cap;ital expenditures in 2006
nd 2005 related to the investment in new computer processing
ardware The majorlty& of capital expenchtures in 2004 related to
e complet:on of the bunldmg of the neiv European data centre.

:censed Computer Software from Vendors

11.9 million in 2006{compared to $‘|2 ¢ million in 2005 and

| y
censes acqwred for mamfrarne processing systems whose fees
re based upon a measure of TSYS' computer processing capac-
y, or MIPS,

# -

: r :
Hter’haﬁy' Devefopted Computer Software Costs

ddltuons to caputahzed software develapment costs, including
nhancements to and’ ‘development of TS2 processing systems,
jere $14.0 million in 2006 $22.6 million in 2005 and $5.2 million
n 2C04

he .amount caputahzed as software deve: :lopment costs in 2006 is
aln!y attributable to TSYS Acquiring's development of Merchant
oarding and Mamtenelznce {MBM) and E5C’s development of TLP.
The Company remalns committed to developlng and enhancing
s processing solutions to expand its service offerings. In addition
o developing solutlon:s the Company has expanded its service
fferings through strategic acquisitions, such as TSYS Acquiring
nd TSYS Card Tech. !

he Company is inter.nally developing [IMBM, which provides a
ingle,point of entry system that enables acquirers to more easily
oad and maintain merchant profiles. Tne Company expects to
omplete MBM in phases, and the first phase was introduced in
he marketalace in Jul'y 2005. The remaijning phases continue to
e developed and are expected to be ||1troduced in the market-
lace during 2007. Thus project reachec technological feasibility
rior to TSYS ach|5|t|on of control f TSYS Acquiring. The
~ompany * capitalized| approximately _;30 0 million since the
roloct began. | '}

hrough its ESC sub5|d|ary, the Company is mternally developing

n advanced loyalty platform — TLP. TL? is designed to support

ransactional - speed, jcomplex reward programs and robust
I 1

|
o

xpendntun:s for licensed computer software from vendors were’

57.3, mlllmn in 2004$The expendltures in 2004 relate to site-

analytics tools. The platform offers critical support to all elements
of loyalty management, including points_processing, tracking;

communications, redemption systems and analytics. The Com- -

pany capitalized approximately $8.0 million since the; pro;ect
began. The project was made available for use in July 2006

Cash Used in Acquisitions ‘

On November 16, 2006, TSYS acquired majority ownership of
TSYS Managed Services for an aggregate consideration of
approximately $2.5 million, including direct acquisition costs.
Refer to Note 22 in the consolidated. financial statements for
more information on TSYS Managed Services.

On July 11, 2006, TSYS acquired Card Tech, Lid. and related
companies for an aggregate consideration of approximately
$59.3 million, including direct acquisition costs, and has renamed
the business as TSYS Card Tech. Refer to Mote 22in the consol-
idated financial statements for more 1nformat|on on TSYS Card
Tech.

In March 2005 the Company purchased the remalnlng 50% of
TSYS Acquiring. The Company purchased TSYS Acqumng for
approximately $95.8 million, including direct acquisition costs
of $794,000. In October 2005, TSYS acquired the re’mammg
49% of Merlin, a subsidiary. of TSYS Acquiring for, apprommately
$2.0 m||||on Refer to Note 22 in the consolidated fmancnal state’

ments for more information on TSYS Acquiring. .! '

in December 2005, TSYS pa|d approximately $37.0 million for the
34.04% equity interest in CUP Data. Effective August 1 2006,
TSYS increased its ownership interest to 44.56% of CUP Data for
approximately $15.6 million. Refer to Note 22 in the consohdated
financial statements for more information on CUP Data |

On August 2, 2004, TSYS completed the acquisition of Clarity for

$53.0 million in cash and had direct acquisition costs in the

amount of $515,000. Clarity was renamed TSYS Prepaid. Refer

to Note 22 in the consolidated financial statements for more

information on TSYS Prepaid. - . :
i

Contract Acquisition .Costs : "

TSYS makes cash payments for processing rights, th;rd-party
development costs and other direct salary-related costs in con-
nection with converting new customers to the Company's pro-
cessing systems. The Company’s investments in ‘contract
acquisition costs were $42.5 million in 2006, $19. 5 million in
2005 and $29:1 million in 2004.. The Company made clash pay-
ments for processing rights-of $10.2 million and $18.5 million in
2006 and 2004, respectively. Conversion cost addltlons were
$32.3 millien, $19.5 million and $10.6 million in 2006 2005
and 2004, respectively. The increase in the amount of copversuon
cost additions for 2006, as compared to 2005, is the ;result of




! '
v

| .
i3 '

I 1 . .
capitalized costs related to conversions that occurred during the

year. h I

t : )
I .

Cash Flows from Financing Activities

H!

{in thousands) & !

Proceeds from borrowrpgs of -
longtermdebt 1. 17 1. ¢ — 48,143 —

Principal payments Ion Iong-
term debt borrownngs and
capital lease obllgatrons Lo (2,691) (50,437) (42,656)

Dividends paid on commom '

stock . ... .. .. b o (51,269} (39.418) (23,621), -
Repurchase of comrnon L
stock ........ 1o s (22,874) — (1,189
Other ......... : R ¢ 2,237 2957 1,194
Net cash used in fln;ncrng ‘
activities . . . . : Cie | $(69.597) (38.755) (66,272)
1 1

o ; ’ !

The major uses of cash for fmancrng aciivities have been principal

payments on caprtal Iease anld software obligations, the payment
of dividends and the purchase of stock under the stock répurchase

. [ N . \ .
plan as described below. The main source of cash from financing -
activities has been the occasronal use of borrowed funds. The

Company used $69.6 mlllron‘ln cash for financing activities for the
year ended Decernber, 31, 2006 primarily for the purchase of

-common stock, paylment of, cash dividends and principal-pay-
ments on capital Ielase oblrgatrons Net cash used in financing
activities for the year, ended December 31, 2005 was $38.8 million '

primarily as a result of payments of cash dividends. The Company

used $66.3 millien :ln cash for. financing activities for the year
ended December 31F 2004 p‘lrimfanly for the purchase of commen |
stock, payment of cas‘h dividends and principal payments on -

capital lease obllgatuon's
i
Stock Repurchase Planl

On April 20, 2006, TSYS announced that its board had approved a

stock repurchase plan to purchase up to 2 million shares, which
represents slightly more than five percent of the shares of TSYS
stack heid by sharehaldérs other than Synovus, The shares may be
purchased from time to time over a two year period and will
depend on varrous!factors mcludmg price, market conditions,
acquisitions and the general financial position of TSYS. Repur-
chased shares will be used for general corporate purposes.

During 2006, TSYS purchased approximately 1.1 militon shares of

TSYS common stock through;prlvately negotiated and open mar-

ket transactlons for an aggregate purchase price of $22.9 million,
or an average per [share prrce of $20.76. The Company has
approximately 898 (?00; shares remaining that could be repur-
chased under the stocklrepurchase plan,

i
|
‘[ ] i
|

. 2006 2005 2004 -

'transactlons 1 - |

- year. i |

]
The market value'of the common stock at the date of issuance i

i
On April 15 2003, TSYS announced that its Board ofDrrectors h
approved a stock repurchase plan to purchase up to 2 m||||
shares, whrch reprlesents slightly more than five percent of t
shares of!TSYS stock held by shareholders other than Synovu
The shares were to be purchased from time to time over two yea
and depended on,various factors including prlce market cond
tions, acqu:srtrons and the general financial position of TSY
Repurchased shares will be used for general corporate purpose
The Company pLIJrIchased 571,491 shares at an avérage cost g
$19.07 per share! The plan exprred on April 15, 2005.

]
Financing '

In connection wr'th the purchase of the campus in 2003, TSY
obtained a $45.0 mlllron long-term line of credit from a bankrn
affiliate of|Synovus The Company used the facility, borrowrng an
repaying approxlmately $48.1 million during 2005. The line ¢
credit explrred on June 30, 2006. Refer to Note 2 in the conso
idated frnancral statements for more information on related part

In Januar)'f 2007, the Company's operation in Japan borrowed
¥250 million through'a short-term note. The interest rate on’ the
note is the Japan prime rate plus 375 basis points. The note i
expected{to replace the intercompany financing between' th
Company and its Jlapan operation. The term of the note is jong

!
Dividends ! _ i
Dwrdends on cornr'hon stock of $51.3 million were paid in 2006,
compared! 1o $39 4 million and $23.6 million in 2005 and 2004,
respectrvely On May 25, 2006, the Companyr announced ar
increase’ |n its quarterly dividend of 16.7% from $0. 06 tc
$0.07: perg share. On April 21, 2005, the Company announcec
anincreasein its quarterly dividend of 50% from $C! .0410$0.06 per
share. OnI April 1|5 2004, the Company announced a 100.0%
increase in its quarterly dividend from $0.02 to $0.04 per share.
4 .
Significant Noncash Transactions : i

During the fist Iquarter of 2006, the Company issped
150,775 shares of,common stock with a market value of $3.0 mil}
lion compared to 221 902 shares of common stock with a markef
value of $5 i mrllron in the first quarter of 2005. These shares‘are
issued to. certarn key executive officers and non- managemem
members of its l:foard of directors under nonvested sharesI fo
services to be prov:ded by such officers and dlrectors in the future

amortized as compensation expense over the vesting period o
the awards. . !

: .
On October 23, 2006, the Company issued 275,150 shares o
common stock with a market value of $6.7 million to certain key




|

ployees under nonvested shares for sérvices to be provided by
ich employees in the future. The market value of the common
ock-at the date of lissuance is amoytized as compensation
pense over the vesting period of the awards.

n- Juiy 19. 2005, the Company issued 5,000 shares of common
ockwith a market value of $120,000 to & certain key officer under
restricted stock bonus award for services to be provided by such
f'flCPr in the future. The market value :of the common stock is

.'t|zed as compensatton expense over the vesting period of
e award. C .

eferto Ncites 14 and 21 in the consolidated financial statements
r more irformation on share-based compensation and signifi-
ant noncash transachons

L

dditional Cash Flow Information
_ff--!?a!ance Sheetl Financing
l

SYS uses various operatlng leases in ns normal course of busi-
ess. These “off-balance sheet” arrangements obligate TSYS
nder noncancelable hperatlng leases {or computer equipment,
oftware and famlutues!These computer;and software lease com-
nitments rnay be- replraced with new lease commitments due to
ew techrology yManagement expec1s that, as these leases
xpire, they will be evaluated and renewed or replaced by similar
eases based on need

i

| .
he following table summanzes future; contractial cash obliga-
ions, including lease payments and software arrangements, as of
ecember 31, 2006, for the next five y2ars and thereafter:

‘.

Contractual Cash Obligations
Payments Due By Period

‘- IR 1Year 2-3 4-5  After
in rTH”IOﬂS) -1 Total - or Le-.s Years Years 5 Years
pe-ratmg leases . $222.6. 102.'? 90.1 232 64

“apital lezse | 1.

* obligations. . . .. .. 6.8 2. '3 3.2 08 —
[ -

otal contractual cash

~obligations. . ... .. $229.4 1057 933 240 64

|
o o
. .1. }
orelgn Exchange

SYSoperates |nterna1t|onally andis subject to potentially adverse
ovemen's in foreign currency exchange rates. TSYS has not
ntered irto foreign fexchange forward contracts to reduce its
.xpogure to foreign currency rate changes. The Company con-
inues to analyze potential hedging instruments to safeguard it
o significant currency translation risks. '

Impact of inflation i

. 1
Although the impact of inflation ‘on its operations cannot be
precisely determined, the Company believes that by co:ntrolling
its operating expenses and by taking advantage of more efficient
computer hardware and software, it can minimize the impact of
inflation. :

Working Capital : :

TSYS may seek additional external sources of ca pital in the future.

The form of any sich financing will vary depending upor} ‘prevail-
ing market and other conditions and may include short-term or
long-term borrowings from financial institutions or the issuance of
additional equity and/or'debt securities such as |ndustr|a| revenue
bonds. However, there can be no assurance that funds will be
available on terms acceptable to TSYS. Management expects that
TSYS will continue to be able to fund a significant portion -of its

capital expenditure needs through internally generated cash in .

the future, as eévidenced by TSYS' current ratio of 2.5:1. At
December 31, 2006, TSYS had working capital of $448.9 million,
compared to $235.3 million in 2005 and $176.3 mi!lioniin 2004,

Legal Proceedings

The Company is subject to lawsuits, claims and other complaints
arising out of the ordmary conduct of its business. In the opinion of
management, based in part upon the advice of legal counsel, all
matters are believed to be adequately covered by i insurance, or if
not covered, are believed to be without merit or are of such kind
or involve such amounts that would not have a matenal adverse

effect on the financial position, results of operations or cash flows

of the Cormpany if disposed of unfavorably. The Company estab-
lishes reserves for expected future litigation exposures that TSYS
determines to be both probable and reasonably estimable.

I

, St . |
Forward-Looking Statements '
Certain statements contained in this filing which are not state-
ments of historical. fact constitute forward-looking statements

within the meaning of.the Private Securities Litigation Reform

- Act (the Act). These forward-looking statements |nciude among

others: (i) TSYS' belief with respect to its percentage of market
share of specified markets and its expectation with respect to
commercial card and domestic consumer card process:ng market
share through 2007:

iy TSYS' plans to continue to expand its |

servqceoffenngsmternattonally, {iiy TSYS' pl’O]ECtIOﬂSWIth respect | -

to the impact of the Bank of America consumer card deconversion
on revenues; {iv) TSYS' expectation that it will convert Capital

-One's portfolio in phases beginning in July 2006 and ending in

early 2007; (v) TSYS' expectation that it will maintain the card
processing “functions of Capital One for at least five years;
{vi) TSYS' expectation that it will maintain the card processing




1

| Co
1 | .
l' I .
. | | '

functions of Chase

discontinue its processmg agreement according to the original

1
ter of 2007, (vii) TSYS! expectatron that it will continue to process
commercial card accounts for Citibank, as well as Citibank's

Banamex USA consumer accounts; {viii) TSYS expected net

dates of various devlelopment prolects {xi) the expected financial
impact of recent accountlng pronouncements; and the assump-
tions underlying such statements including, with respect to TsYs!

expected increase in nelt |ncorne for 2007: {a) including the’ Bank of

acquisition costs of approxlmately $6 million, estimated 'total
Capital One portfolro whlch was substantially completed in the

]
discontinue its processing agreement according to the original
schedule and will license TSYS' processing software in the third

will be accompllshed land t(e) TSYS will not incur significant

or other intangibles. In addltlon certain statements in future
filings by TSYS wrth the Secuntles and Exchange Commission,

the Act. Examples ofiforward Iookrng statements include, but are
not ||m|ted to: (i) projections of revenue, income or loss, earnings
or loss per.share, the payment or nonpayment of leldends

i
and objectnves of TS|YS or its management or Board of Directors,
including those relattng to prpducts or services; (i) statements of
future economic performance and (iv) statements ofassu mptlons

w o

similar expressions are mltended to identify forward- Iooklng state-
ments but are not the exclusrve means of identifying these
" statements. ' |t .!

tations of TSYS' manlagement and are subject to 5|gn|f|cant risks
and uncertainties. Actual results may differ materially from those

} i

! 1

|
Lol
|
|
!

!: N

schedule and Ilcense TSYS' processmg software in the third quar:

income growth for 2007 {ix) TSYS' belief with respect to lawsuits, '
claims and other complalnts {x} the expected market introduiction -

revenues will decllne 5% 3% in 2007; (b} the conversion of the

il
quarter of 2007; (d) expense reductions in employment, eduip- .
ment, leases and other 2 areas which are included in 2007 estimates

in press releases, and |n oral ‘and written statements made by or .
with the approval of TSYS whlch are not statements of historical -,
fact constitute forward- |ook:ng statements within the meaning of .

[ .
capital structure and other ﬁnanmal items; (ii) statements of plans

underlytng such statements |Word5 such as “believes,” "antici-
pates,”  "expects,) “intends,” “targeted,” “estimates,”
“projects,” Iplans,”| "may, "l"could * "should,” “would,” and

S I
for at least two years and that Chase will .

America contract 'ﬁermlnatlpnlfee in 2006 of approxrmately‘.
$68.9 million and 'an acceleration of- amortization of contract -

fourth quarter of 2006..wr|| be completed in 2007; (c) Chase will K

expenses associated \a\{;th tl'lle conversion of new large clients *
and/or acquisitions, on, any significant impairment of goodwill |

These statements are based upon the current beliefs and expec- |

. associations rules or other industry standards affecting TSYS

. of a major suppller {xxi) the impact on TSYS’ busmess, as wel as

l : |

| i ' ' - I
contempiated by the forward- Iooklng statements. A nurnber
|mportant factors could cause actual results to ditfer materlal
from those contemplated by our forward looking statement
Many of these factors are beyond TSYS' ability to. control
predict. These fact%)rs lnclude butare not I|m|ted to: (i) revenu_
that are Iower than antrcrpated (i) TSYS incurs expenses asslo
ated wrth|the signing of a significant client; (iii} internal gro
rates for TSYS' existing clients are lower than antrc:pated {iv) TS‘f
does not Iconvert and deconvert clrents portfolios as schedule
(v} adverse developments with rrespect to forelgn curren
exchange rates; (vr) adverse developments with respect to ente
ing into lcontractsi \{wth new chents and retalnlng current che;nt
(wii} contmued consolidation: in the financial servnces indust
including ‘the me‘rc_:l;er of TSYS clients with entities that are|n
TSYS cllents or the sale of portfollos by TSYS clients to entities th
are not TSYS clrents {viii) TSYS is unable to contr01 expenses bn
increase! market share both domestlcally and Hnternatlonall
{ix} adverse develppments with respect to the credlt card |ndu‘str
in generaI including a decline in the use of cards as a payme
mechanlsm () TSYS is unable to successfully manage any |mpa
from slowmg economlc conditions or consumer spendlng, (xi).th
impact ofl acqurs:trons including their being more difficult t
integrate than anticipated; (xii) the costs and effelcts of litigatio
rnvestlgatlons or 5|mrlar matters or adverse facts and develop
ments relatlng thereto (xiii) the impact of the appht:atlonI 0
and/or changes in accounting pnncrples {xiv) TSYS mablllty 1q
timely, suclcessfully and cost-effectwefy improve ¢ and |mplemen
processrng systen?s to provide new products, |ncreased functlon
ality and increased efﬁcrenues, (xv) TSYS' |nab|||ty to antlcrpaté
and respor]'ld to technological changes, particularly with respect td
e-commerce; {xvi)ichanges occur in laws, regulations, credit carg

business thich recirtirire significant product redevelopment efforts
orreduce the marll<et for orvalue ofiits products; (xvu) successfull;,
managlngithe potentlal both for patent protection and patent
liability in the context of rapidly developing Iegal frameworklfo
expanswe patent pr'otectlon (xviii} no material breach of securlt)
of any ofour systems (xix} overall market conditions; (xx) the Ios<

on the risks set forth above, of various domestic er |nternat|ona
military or terrorlst activities or conflicts; and (xxii) TSYS’ ablllty td
manage the foregoung and other rlsks { j

These fonNard Iooklng staternents speak only as of the datetor
which they are mal-zde and TS‘I’S does not intend to update any
forward- |ook|ng statement asa result of new |nforrnat|0n futuré
developments or otlher\wse ; \

|
!
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Consolidated Balance:Sheets

in thousands except per share data)
ss#ts :
urrent assets:

Cash and-cash equwalents {includes $24‘| .0 million and $152.6 million on deposit with a
’ related party at 2006 and 2005, respectwely) (Notes 2and 3). ... .. i e .

'Rn=str|cte-d cash (|nc|udes $5.0 million and $4.1 million on deposit with a related party at
2006 and 2005, respectwely) (Notv 4 T

« Accounis receivable, net of allowance for doubtful accounts and billing adjustments of
$11.0 million and $12.6 million at 2006 and 2005, respectively {includes $34 and
$92 from related}parties at 2006 and 2005, respectively) (Note 2} . ... ... ... .o oo

‘ Delferred income tafx assets (Note 1E) .................................................
'PrFTpaid expenses and other current assets (Note 4). ... ... ... ... .. ..ol

Total currentassets . .............. .. e e
Computer software, r:1et of acwmulate:d amortization (Note 5} . ..t
Property and equipment, net of accumulated depreciation and amortization {Notes 6 and 20) .. ..... ..
Contract acqmsntlon costs, net {Note 7) .................................................
Goodwdl net (Note 8) .............................................................

Llabllltle‘ and Shareholders Equity
_Current lisbilities:

Accourits payable {includes $0.1 million and $0.1 million payable to related parties at 2006
© and 2005, respectwely) NGEE 2) v e o e

Accrued salaries and employee berief:ts ...............................................
C urrent portlon o‘f,obhgatlons under capltal leases (Note 11) . .. ... .. e e

" Other current liabilities (includes $111 2 million and $9.9 million payable to related parties
at 2006 and 2005 respectively) (Notes 2and 12). . ... .. ... .
. Total current ||ab|||t|es ..........................................................
Obligations under capltal leases, excl'bdung current portion (Note 11} .. .. ... . Lo

Other long-term HBBIIEIES « v o e e e e e e e e e e e e e
Total Ilabllltles ........ e e A
Mmonty interests injconsolidated subsuduarles ............................................

Shareholders equity (Notes 13, 14, ‘:5 and 16)
,Comrron stock — $0.10 par value. ‘Authorized 600,000 shares; 198,676 and 197,975 |ssued at 2006

Addltlonal paid- |n capital. . ... e
'Accumulated other comprehensive income, net . ......... O
Treasury stock (shares of 1,764 anc 692 at 2006 and 2005, respectively) . .. ...

Retained earmng‘s ...............................................................

* Total sharehalders’ equity . . ... ..ot -

('Tommitrnents anld contingencies ({ﬂote 17) \
| Total Yiabilities |and shareholdersiequity. . ... ... ... UV

See accompanyingJNotes to Consolilfdated Financial Statements

De ferred income tax liabilities (Note ) e ’

land 2005, respéctlvely, 196,912 nd 197,283 outstanding at 2006 and 2005, respectwe!y ......... .

1
]
Dacember 31,
2006 2005
3 |
$ 389,123 237,569
131,568 | 29,688
246,637 ] 184,532
21,556 . 15,264
55,832 ' .45236
744,716 512,289
216,450 1 267,988
271,321 {267,979
167,449 - 163,861
133,337 112,865
62,064 | 42,731
21,314 | 13580
17,590 29,604
$1,634,241 1,410,897
$ 31,589 29484
80,697 , 84,348
3,156 2,078
180,345 161,122
295,787 277,012
3625 ' 3555
75.019 89, 478
36,221 24, 398
410,652 ' 394,443
6,229 3,682
A
19,868 | 19,797
66,677. 50, 666
20,641 . 5, 685
(35,233) | (12, 8ai):
1,145,407 = 949,465
1,217,360 31,012,772
$1,634,241 1,410,897

- |
a |
| t
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|
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: Consoludated Statements of Income- : ' . -
|1 | . . ! [ . ! i
i [ ' P : | : ' Years Ended December an, }
{in thousands, except‘per éhare %J‘ata) . 2006 i 2005 | 200? i
. Revenues: ‘ 1} | I r . I b
Electronic payment processmg services (includes $5.1 mllllon $5.0 million and o ! o
r $4.9 million from related pames for 2006, 2005 and 2004, respectwely) ..... sl B 989,062 869,785 759,54
' Merchant acquiring service's (includes $2.4 million and $13.8 m||||on from reFated | ; " i
arties for 2005 and 2004, respectively) . . . ... oL L . ' 260,275 237,418 26,16
P P Y . el
. Other services (rncludes $7.8 million, $7.0 million and $6 2 million from related parties . N
for 2006, 2005 and 2004 respectwely) ................................. 185,096 182,587 170,90
’ . Revenues before relmbursaple tems . ... i ..... 1,434,433 1,289,79|0 . 956,€:>1
‘Reimbursable |tem5 (lncludes $1.8 million, $3. O million and $9. 6 million from reiated ' ! |
. partles for 2006} 2005 and 2004 respectively) .. ...l ot l ..... 352,738 313,141 - 230,38
Totat revenues (Notes z and 200 0 L B [ .. 1,782,171 1,602,931 1,187,60
‘ ' B ' ' , '
-, Expenses A : ; by - l !
. * Salaries and other perlsonnel expense (Notes 14 and 19) ...... L i ..... L. - 522,256 462,21? 361,5'32
Net occupancy and equrpment expense . ................ e C Z ; 317,916 283,95? 240,424
Other operating expenses (mcludes $9.6 million, $8.4 million and $8.9 million to related : o P t
arties for 2006,|2005 and 2004, respectively) ... .. .. g LY. 237,479 256,489 152, 449
P i i P Y ; . ! : 4
Expenses before!reimbursable items ... ........... S S 1,077,351 1,002,661 754, 405
Reimbursable items . | . . 'I R U oo 3s2738 313441 230, 339
: ! t o . a1 i
: Total expenses (Not]e 2) 1. E ..................... el Lo ] ! .. _1,430,089 1,315,802 984,794
Operating income .". s o S l.i ..... l I .. 357,082 287,12'-7:’ - 202,214
Nonoperatlng income (expense) . " B I E
Interest income (mcludes $7.5 million, $2.8 million and $ 0 ml||l0n from related parties . - '
for 2006, 2005 and 2004 |respectlve|y) NoteZ) ... ... ... .. .. .... . ' R 14,1 13 6,012 2,856
interest expense (Not&{2) . /. L., A b (573) (374) (941)
_ Gain {loss) on foreign ¢ currency translatron net. . ....... P P B l, e ] 1,232 (840) 162
~ Total nonoperatln'g mcome .? ................................... S g 14, 772 4,798 . 2,077
Income before incomie taxes, minority interest and eqmty in income of equrty ' o " ! o
investments . .. .|'. e T S Rt i371,354 291,927 204,291
Income taxes (Note 18) 'T' .. i -% .................... J . l ..... . 126,182 103,286! 77,210
Income before mlnorlty mterest and equity in income of equuty |nvestments. f ..... . ]?45,67l2 188,641! 127,08:1
Minority interasts in consohdated 5ubsrd|anes netincome. ... ... L. oL L (752). (256)° (259)
" Equity in income of equity investments (Note @) ..ol S i 4,243 6,135 _ 23,736
Net income'. . . . . 1 gl e ST A ’l ..... L. $ 249163 194 520, 150,558
Basic earnings per share. . 1 ’ .......................................... 8. 127 0.99; 0.76
‘ b i - T 1 -
‘Diluted earnmgs per shlare D P L | ..... ’l % 126 0.99: 0.76
Weughted average commen shares outstanding . .:.. ... ...l X ‘ AU L 19@,744 197,145! ' 196,84:7
Increase due to assumed lssuance of shares related to common equwalent sharesti. .. .. | 9 . 333 200*I ) 389
Weighted average comm‘on and common equnvalent shares outstandrng Ce T ! ..... I I . 197,077 197,345‘ 197,2316
SIS =
: ‘ [
: . !
T | )

|
l I
See accompanying Notes!to Cdns'plidated Financial Staterments . ' '
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Co'nsolidetefd:Staterhefants of Cash Flows

b ) : :Years Ended December 31,

(i thousands) J _ ' T 2006 2005 2004
Cash flows from operatmg activities: -
Bt T . . . et e e et e e e e e e e e e e e e $ 249,163 194,520 i 150,558
Adjustments to reconmle net |ncomn to net cash provuded by operating activities: Coe T .
- Minority |nterestls in consolidated 'subsidiaries’ netincome . ... ... ... 752 256 259
{Gain) loss on forelgn currency tralnslatnon T S P 1,232) 840 (162)
Equity in income of equity INVESTIBNTS . . ..ot : (4,243) {6,135) ~ (23,736)
Dividends recewed from equity investments. ... ... ... 2,371 1,659 - 35 876,
' Share-based compensatlon (Note V) o 9,157 1,137 '
Depreciation and BMOFZAtION . . . .~ . .\ 184,894 150,077 + 108,588
Jlmpalrmentofdevelopedsoftware...........,...................: .......... — 13,619 . 10059,
Provisions for (recovenes of} bad I:iebt expenses and billing adjustments ., ............. 1,614 4,589 1 (2,450)
‘ ‘Charges for transac‘tlon Processing Provisions . ... 10,981 7.397 ! 9,878
.. iDeferred income tax (benefit) BXPIBMSE . .. i {23,288) (39.458), 31 691}
" Loss on disposal of equipment, net. ... ... 147 2,535 387
" (Increase) decrease in: g : S
‘Accounts receivable . .. ... DS P (47,056) (13,164}, (18,027)
.Pregaid expenses, other currert assets and other long-termassets . . ... ... ... ... ... .. 12,342 11,496 " {40,383)
‘Increase (decrease) in: . :
Accounts payable .................... L e e 673 {51,138) . 57,979
'Accrued salanes and employee t.-eneflts e {5.416) 21,420 14,135
{Bllllngs in exces's of costs and proflts on uncompleted contracts .. .. .. ... s — — (17, 573)
Excess tax benefit from share-ba: ,ed payment arrangements. . ... ... ..o (2,984) -
. ' Other current Inab|||t|es and othe, Iong -term liabilities. . ... ..o o (2,116) (49,061)! 50,832
Net cash provided by operating dctivities. ... R 385,759 - 240,589 | - 367,911
C.ash flows from |nv|est|ng activities: ' e
Purchases of property and equupment BEE o e e (26,506) (40, 904) (53,890)
Additions to |IC€I‘:SEd computer solrtware fromvendors .. ... ... ... - .(11,858) (12, 875)1 {(57,302)
_ Additions to internally developed 1 omputer software .............................. (13,972} (22, 602)] {(5,224) .
Cash .acqunred m{acquusntnons ................................................ B150 - 38,7981 - 2422
Cash used in acquisitions. .. ... ... e e . . (77,541) {134, 768)' (53 515)
Addltlons to contract acquisition COStS .. .. e e e e T (42,452) (19,468} (29, 150)
P I\et cash used ininvesting activities . . .. . ... ... L e . (164,179) (191,819) (196,659)
Cash figivs from ﬂnancmg activities: ‘ ' 1 1
Rroceeds from borrowings of Iong “term debt .................................... 48,1431 » - T
Excess tax beneflt from share-baséd payment arrangéments . ... ... 2,984 —1 -+
Princioal payments on long-term clebt borrowings and capital lease obligations ... ........ T(2,691) (50,437)  {42,656)
. Dividends paid on common stock’ (|nc|udes $41.5 million, $31.9 million and $19.2 million to.a : o
related party for 2006, 2005 and 2004, respectively) (Note 2) ... .. ... ... it (51,269} (39,.418) . (23,621)
Proceeds from exerc:se of stock optlons e e 4,253 29574 - ..1.194
Repuachases of common stock . ., ... .. T (22,874) — (1,189)
i Met cash.used in financing actwltles ........................................ {69,597) (38,755). (66,27.2)
Effect of exchange| rate changes on cash and cash equivalents ... .............. ... .. ... (429) - (4,252) ) 3,953
Y Net increase in cash and casl‘lr equivalents ... ......... ... e ... $151,554 . 5763, 108,933
Cash .and cash eqLinvalents at beginning ofyear .. ... 237,569 231,806, 122,873
C.ash and cash equwalents At end OfYear. . ... e © $1389,123 237,569 231,806 i
: e — -
Cash paid for, mterest ..................................................... $ 573 374 941
Cash paid for i 1ncome taxes, net of refunds . . .. . $ 144,880 135,630 19,772
.>|gn|f|cant noncasrﬂ transactions (Ncte 21) ' ' )
s ;
}
|
f ;
+ ' r _ *
See aczompanying Notes to Consolidated Financial Statements ]
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Consolldated\ Statements of Shareholders Eqwty

Comprehenlsrve Income

nd

|
a
|
|

I 1 .
o

oy
(in thousands, except per share“data) i
Balance as of December 31,2003 .

Comprehenswe income! ‘ 1 N
Net income . ... ... Voo
Qther comprehenswellncome net 'of tax {(Mote 16):

Foreign currency translation

ation & .o
Other comprehensiveli income !

Comprehensive income]. .5 L Lo L

Common stock issued from.treasury shares for
exercise of stock optlons (Note 1

Common stock issued far exercrse of stock cptions
{Notes 14 and 15) | f

Purchase of treasury shares |- . . 5 . .§ ...........

Cash dividends declared {$0.14 per share)
Tax benefits associated with stock optlons
Balance as of December{31] I 2004
Comprehens:ve incoma: I} |

Net income

Other comprehenswe mcome net of tax (Note 16}

Comprehensive income @ . FL ... ... ..
Common stock issued from treasury shares for
exercise of stock options (Note 19
Common stock issued for exercise of stock options
(Notes t4and 15). . . 1.oh o b
Common stock issued for nonvested awards
(Note 14) i
Share-based compensatlon (Note 14} ...........
Cash dividends declared ($0[22 per share), . ......
Issuance of ecommon stock under commrtment to
charitable foundation }

Tax benefits associated with stock optlons

Balance as of December 31 2005
Comprehenswe income:

Other comprehensive income, net of tax
{Note 16):
Foreign currency translation ! . . ... ... ..

' Uncllerfunded defined benef't postretlrement
plan. . ... ... .}].1 , ......

} i ..........

Other cornprehenswe income

Comprehensive mcorne.t . IE. .. .E. e
Commen stock issued from treasury shares for
exercise of stock optlons (Note %) .........
Common stock issued for exercise of stock
options (Notes 14 and i1 L L
Common stock issued for nonvested awards
{Note 14) . .. ... .. '! B Y
Share-based componsatlon {Note 14} ..........
Cash dividends declared ($0!27 per share)
Purchase of treasury shares (Notai‘l S)... ... ..
Tax benefits associated w"lth'stock options

l‘ | ; .....
!
i

y
3
1
|

|
|
l
E
i
!

Accumulated |
Additional’ Other . . Total ]
Comman Stock Paid-tn Comprehenswa . Treasury Retained |  Shareholders’
Shares -Dollars Capital ' | Income {Loss) Stock Earnings ! Equity}
197,504 $19.750 $41,574:. § 8314 $(12,428) $ 675322 $ 732,534
] B 1
- = — \ li—-' — 150,558 150,558
' ;
- - - i 7059 . — — 7,059
_ - _ ! ‘}_ — — 7,059
- . = | — \ - | 157,617
1 \ E ! . ; Y
— —_— 9 v '— ' 42 —1 5[1
St t . : B 1
83 9 1,13 | . = = X 1,143
- _ _ t . = {1,189 — {1,189)
— — , z ‘ — (27,559)| (27,559)
- - 2,015 e — " 2,015
197,587 19,75§ 44732 .= 15373 . (13,573) 793,32115 864,612
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See accompanying Notes to Consolidated Financial Statements
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Notes to Cc;msolidatejd Financial Statements

Basis Lf Presentatic}n and Summary of
Significant Accounting Policies

L
NOTE 1

‘BUSINESS: Total System Services, Ini. (TSYS or the Company) is
an 81.1% owned subsidiary of Columbus Bank and Trust Com-
pany (CE&T) wh|chl|s a wholly own=-d subsidiary of Synovus
Financial Corp. (Synovus) Synovus’ stock is traded on the NYSE
‘under the: symbol “SNV.”

- TSYS prcvides’ electronic payment piocessing and related ser-
" vices to financial and nonfinancial ipstitutions located in the
* United States and |nternat|ona||y The|Company offers merchant
i acqumng services to ‘financial |nst|tut|c ns and other organizations
" in the United States, through its wholly owned subsidiary, TSYS
Acquiring Solutlons' LL.C. {TSYS Acqumng, formerly Vital Pro-
ce: ;smg Services, L. 1 C.), and Japan tprough its majority owned
sul35|d|ary, GP Network Corporation (-.;P Net).

.'PR‘INCIPLES OF C(')NSOLIDATION AND BASIS OF PRESEN-
TATION: The acco:mpanylng consolldated financial statements
. of Total System Services, Inc. include the accounts of. TSYS and its
‘majority  owned 5ub5|d|ar|es All sugnlflcant intercompany
accounts and transactions have beén eliminated in consolidation.
_In addition, the Company evaluates lts relationships with other
entities to identify vlrhether they are vanable interest entities as
defined by the Flnanc:al Accounting Standards Board's {FASB's)
Interpretatuon No. 46(R) {FIN 46R), “Consolidation of Variable
lmerest Entities,” and to assess whether it is the primary bene-
f|c|ary ol such ent1t|es If the déterrnination is made that the

Company is the pnmary beneficiary, :hen that entity is included

in the consolidated financial staterhents in accordance with
FIN 46R.

On'July 11, 2006, TSYS acquired Ciard Tech, Ltd. and related
ccmpanies, increasing TSYS! electromc payment processing and
merchant acquiring Icapablll'ues and e|=<tend|ng TSYS' geographic
reach to Asia Pacuﬁc Europe, the Mddle East and Africa. TSYS
rebranded the group of companies as 'TSYS Card Tech, Ltd. (TSYS
Card Tech). TSYS has consolidated TSYS Card Tech’s balance
sheet and results of operations sincelthe acquisition.

’

RISKS AND UNCERTAINTIES AND USE OF ESTIMATES Fac-.

tors that could afleclt the Company's luture operating results and
ccuuse actual results, to vary matenally[ from expectations include,
but are rot limited 1o, lowerthan anticipated growth from existing
clients, en inability to attract new clients and grow internationally,

Ioss of a major custorner or other 5|gn|f|cant client, loss of a major

supplier, an lnablllty to grow through acquisitions or successfully
intégrate acquisitions, an inability to) control expenses, technol-

ogy changes, the |n€1pact of the application of and/ or changes in
account:ng principles, financial services consolidation, changes in

. . t
regulatory requirements, a decline in the use of cards as a pay-

ment mechanism, disruption of the Company’s international oper-
ations, breach of the Company’s security systems, a decline in the,

financial stability of the Company's clients and uncertaun eco-
nomic conditions. Negative developments in these or: other risk

]
factors could have a material adverse effect on the Company's

financial position, results of operations and cash flows.

The Company has prepared the accompanying consolldated'
financial statements in conformity with accounting prmmples gen-

erally accepted in the United States of America. The preparatuon .

of the consolidated financial statements requires management of
the Company to make a number of estimates and assumptions
relating to the reported amounts of assets and liabilities at the
date of the consolidated financial statements and the reported
amounts of revenues and expenses during the perlod These
estimates and assumptions are developed based upon all infor;
mation “available. Actual results could differ from est|mated

amounts. - g

+

CASH EQUIVALENTS: For purposes of the statemefnts of cash
flows, investments with a maturity of three months or less when
purchased are considered to be cash equivalents. - :

RESTRICTED CASH: Restricted cash balances relate to casl:
balances collected on behalf of customers and held in escrow'
TSYS records a corresponding llablllty for the obligation to the

[
customer which is reflected in other current liabilities in the

accompanying consolidated balance sheets. !

ACCOUNTS RECEIVABLE " Accounts receivable balances are

stated net of allowances for doubtful accounts and b||||ng adJustI-
ments of $11.0 million and $12.6'million at December 31, 2006

and Décember 31, 2005, respectlvely I .

TSYS records an allowance for doubtful accounts when it is prob-
able that the accounts receivable balance will not be collected

When estimating the allowance for doubtful accounts, the Coml—
pany takes into consideration such factors as its day-to-day knowl~
edge of the financial position of specific clients, the |rldustry and
size of its clients, the overall composition of its accounts receiv-
able aging, ‘prior history with specific customers of accountls_
receivable writeZoffs and prior experience of allowances in pro-
portion to the overall receivable balance. This analysis includes an
ongoing and continuous communication with its Iargest clients
and those clients with past due balances. A financial decline of any
one of the Company’s large clients could have a materual adverse
effect on collectibility of receivables and thus the adequacy of the
allowance for doubtful accounts.

Increases in the allowance for doubtful accounts are rlecorded als
charges to bad debt expense and are reflected in other operating




expenses in the Company's consolidated statements of income.
Write-offs of uncollectliblé accounts are charged against the allow-
ance for doubtful accounts.

TSYS records an allowance for billing adjustments for actual and
potential billing dlscrepancres When estimating the allowance for
billing adjustments, the Company considers its overall history of
billing adjustments, as well as its history with specific clients and
known disputes. Increases in the allowance for billing adjustments
are recorded as a reduct|on of revenues in the Company's con-
solidated statements of |ncome and actual adjustments to
invoices are charged . agarnst the allowance for billing
adJustrnents t

! I
i
PROPERTY AND EQUIPMENT Property and equipment are
stated at cost less accumulated depreciation and amortization.
Depreciation and amortization are computed using the straight-
line method over the elstrrhated useful lives of the assets. Buildings
and |mprovements are: deprecrated over estimated usefut lives of
5-40 years, computer andlother equipment over estimated useful
lives of 2-5 years, and furnlture and other equipment over esti-
mated useful lives of 3-15 years. The Company evaluates impair-
ment losses on long- lived assets used in operations in accordance
with Statement of Financial lAccountlng Standards No. 144
(SFAS No. 144), "Acchuntmg for the Impairment or Drsposal of
Long-Lived Assets.” : ;
LICENSED COMPUTERlSOFTWARE The Company licenses
software that is used in provrdmg electronic payment processing,
merchant acquiring and other 'services to clients. Licensed soft-
_ware is obtained through perpétual licenses and site licenses and
through agreements based on lprocessing capacity (called "MIPS
agreements”). Perpetual and site licenses are amortized using the
straight-line method olrer,their estimated useful lives which range
from three to five yealrs.iSoft\qrare licensed under MIPS agree-
ments is amortized using a units-of-production basis over the
estimated useful life of the software, generally not to exceed ten
years. At each balance lsheet date, the Company evaluates impair-
ment losses on long- lived: assets used in operations in accordance
with SFAS No. 144,

SOFTWARE DEVELOPMENT COSTS: In accordance with
Statement of Financial ]Accountmg Standards No. 86, “Computer
Software to be Sold, Leased or Otherwise Marketed,"” software
development costs ard caprtallzed once technological feasibility
of the software product has been established. Costs incurred prior
to establishing technolhglcal feasibility are expensed as incurred.
Technological fea51b|I|ty is established when the Company has
completed a detailed program design and has determined that a
product can be produced to: meet its design specifications,
including functions, features an'p technical performance require-
ments. Capitalization of costs ceases when the product is gener-
ally available to clients. late each balance sheet date, the Company
evaluates the unamortrrzed 'capitalized costs of software

.- Lo

' amortization, of contract acquisition costs associated with cash

. other operatgng expenses in the Companys consolidated state-
. ments of income. ) r

development as compared to the net realizable value of the
software product \.'vhrch is determined by future undlscounted
net cash flows. The amount by which the unamortized software
development costs'exceed the net realizable value is written off in
the period that such determination is made. Software develop-
ment costs are amortized using the greater of (1) the straight- Ime
method over its estimated useful life, which ranges from three to
ten years or (2) the ratro of current revenues to total antlcnpated
revenue over its usefjul life. ‘ .

i i
The Compa'ny also develops software that is used internally.
These software development costs are capitalized based upon
Statement of Posrtrhn No. (SOP) 98-1, "Accounting for the Costs :
of Computer Softwarle Developed or Obtarned for Internal Use '

Internal- use‘ software development“costs are capitalized once
(1) the prelrmrnary prOJect stage is completed, (2) management
authorizes and commlts to funding a computer software prOJect
and (3) it is probable} that the project will be completed and the
software will be usled to perform the function intended. Costs
incurred prlor to meeting the qualifications are [expensed as
incurred. Caprtallzatlon of costs ceases when the project is sub-
stantially complete and ready for its intended use. Internal-use
software’ developmpnt .costs are amortized using an estimated
useful life ofxthree to flve years. Software development costs may
become |mpa|red |n situations where development efforts are
abandoned due to the viability of the planned project becomrng
doubtful or due to tlechnologrcal obsolescence of the planned
software product o ‘ .

CONTRACT ACQUISlITION COSTS: The Company capitalizes
contract acqursrtuon ¢osts related to signing or renewing Iong-
term contracts. The Compa ny capitalizes internal conversion costs
in accordance with FASB Technical Bulletin No. 90-1 '"Account:ng
for Separately Prrced Extended Warranty and Product Mainte-
nance Contracts.” The capitalization of costs related to cash
payments for rightsito provide processing services is caprtalrzed
in accordance with the FASB's Emerging lssues Task Force (EITF)
No. 019, ”Accountrng for Consideration Given by a Vendor to a
Customer {lncluo‘rngl a Reseller of the Vendors Products) and
Staff Accountlng Bulletnn No. 104 (SAB No. 104), ”Revenue Rec-
ognition.” AII costs incurred prior to a signed agreement are
expensed as mcurred

! l
Contract acqursutlon costs are amortized using the straight- lrne

method over the contract term beginning when the client’s card-
holder accounts are \converted and producing revenues. The

payments is mcludecll as a reduction of revenuesin the Company ]
consolidated statemepts of income. The amortization of contract
acquisition costs associated with conversion activity is recorded as

o
l
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The Company evaluates the carrying vitlue of contract acquisition
costs associated wnh each customer for impairment.on the basis
of whether these costs are fully recoverable from expected undis-
counted net operating cash flows of|thé related contract. The
determination of e;pected undiscounted net.operating cash
ﬂo.rvs recjuires management to make estimates. These costs
may become |mpanred with the loss of a contract, the financial
.decline cf a client, termination of COnIVEFSLOI‘I efforts after a con-
tract is signed, dlmlhlshed prospects for current clients or if the
Company’s actual results differ from its estimates. of future cash

- -flows. The amount of the |mpa|rmenths written off in-the period
; th.at such a determination is made '

- EQUITY INVESTMENTS TSYS' 9% |nvestment in Total Sys-

tem Servnces de Mex|co S.A deCV (TSYS de Mexlco) an elec-
tromc payment processmg support operatlon located in Mexico,
_is accounted for using the equity m=thod of accounting, as is
L TEYS' 44, 56% lnvestment in China UnronPay Data Co Ltd. (CUP

[ Data) headquartered in Shanghai, C'hrna TSYS" equity invest-
" mants are recorded initially at cost und subsequently adjusted

for equity in earnings, cash contrlbuttons and distributions, and
forelgn currency translatlon adjustments.

GOODW/ILL: GoodW|II results from the excess of cost over the
fair value of net assets of businesses ‘acquired. In July 2001, the
FASBissued StatemIant of Financial Aczounting Standards No. 141
(SFAS No. 141), "Bus:ness Combin. atrons * and- Statement of
“Financial AccountmIg Standards No. 142 (SFAS No. 142}, “Good-
will and Other Intangrbfe Assets.” SFAS No. 141 requires that the
purchase method cn‘ accounting be used for all business combi-
-,natuons initiated after June 30, 2001. 5FAS No. 141 also specnfles
criteria hat mtangnble assets acqqued in a purchase method
business combnnauon must meet to be recognized and reported
apart from goodwrl! noting that any|purchase price allocable to

_an assembled workforce may not be;accounted for separately.

SFAS No, 142 requlres that goodwill and intangible assets with
- indefinite useful hves no longer be arnortized, but instead testéd .

for.impz |rment at Ieast annually in act ordance with the provisions

' ofSFAS No. 142: SFlAS No: 142 also requuesthatuntangrbleassets
, vuth esﬂmable useful lives be amoI'tlzed over their respective

estlmated useful I:ves to their estirated residual values, and
rewewed for rmpalrment in accordance with SFAS No. 144.

‘The portion of the difference betwee'n the cost, of an investment
and the amount of underlying equny in net asséts of an equity
method investee that is recognized as goodwill in accordance

—W|th Ac*ountlng Prlnclples Board (AF B) Oplnlon No. 18 {APB 18),
“The Equity Method of Accounting for Investments in Common
~tocI< shall not be amortized.

However equity method goodwill shall not be reviewed for
|mpa|rment in accordance with SFAS No. 142, but instead should

|
continue to be rewewed for impiirment in accordance with

|

l

paragraph 19(h) of APB 18. Equity method goodwdl which is
not reported as goodwill in the Company's consolidated balance
sheet, but is reported as a component of the equity |nve5tment
was $41.0 million at December 31, 2006. .

At December 31, 2006, the Company had unamortized goodwill
in the amount of $133.3 million. The Company performed its
annual impairment analyses of its unamortized goodwﬂl balanceI
and this test did not indicate any impairment for the perlods
ended December 31, 2006 2005 and 2004, respectlvely

ACQUISITION TECHNOLOGY INTANGIBLES: These identifi:
able intangible assets are software technology assets resultlng
from acquisitions. These assets are amortized using the stralght-
line method over periods not exceeding their estimated usefug
lives, which range from five to nine years. SFAS No. 142 requires
that intangible assets with estimated useful lives be!amortized

over their respective estimated useful lives to their residual values,-
and reviewed for impairment in accordance with SFAS No. 144: :
Acqunsutlon technology intangibles net book values are included-

in computer software, net in the accompanying balance sheets:
Amortization expenses are charged to net occupancy and equip-
ment expenses in the Companys consolidated statements of
income. !

OTHER INTANGIBLE ASSETS: Identifiable intangible assets
relate primarily to customer relationships, covenants-notzto-com-

pete and trade names resulting from acquisitions. These identi-

1
fiable intangible assets are amortized using the s_tralght -line

. i . r O
method over periods not exceeding the estimated useful lives, .

which range from three to ten years. SFAS No. 142 requires thsIt 7
intangible assets with-estimable useful lives be amortlzed over

their respective estimated useful lives to their estlmated residual
values,
SFAS No. 144. Amortization expenses are charged to other. opeIr—
ating expenses in the Company’s consolidated statements of

income. - o t
M I

FAIR VALUES OF FINANCIAL INSTRUMENTS The Company .

uses fanancnal instruments in the normal course of its busmess The
carrying values of cash equivalents, accounts rece:vable accoun}s
payable, accrued salaries and employee beneflts, and other cur-
rent,liabilities approximate their fair value due to the | short-term

and reviewed for impairment in accordance with . -

| |
maturities of these assets and liabilities. The fair value of ther

ompanys obligations under caprtal leases is not 5|gn|f|cant|y_ _

different from its carrying value. . A

Investments in equity mvestments are accounted for usmg ‘the -

equity method of accounting and pertain to privately held ¢om-

FI
panies for which fair value is not readily available. The Company
believes the fair values of its investments in equity | mvestmenta

exceed their respective carrying values.

IMPAIRMENT OF LONG-LIVED ASSETS: In accdrdance with
SFAS No. 144, the Company reviews long-lived assets, such as

'

{
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property and equipmentand intangibles subject to amortization,
including contract acqui:sitionfcosts and certain cormnputer soft-
ware, for impairment whenever events or changes in circum-
stances indicate that the carrying amount of an asset may not
be recoverable. Recoverability of assets to be held and used is
measured by a compalrisdn of the carrying amount of an asset to
estimated undrscount!ed !future cash flows expected to be gen-
erated by the asset. If the carrying amount of an asset exceeds its
estimated undiscounted future cash flows, an impairment charge

is recognized by the amolint by which the carrying amount of the -

asset exceeds the fair éfalue of the asset. Assets to be drsposed of
would be separately presented in the balance sheet and reported
at the lower of the carryrng amount or fair value less costs to sell,

and would no longer be depreciated. The assets and liabilities of a
disposed group classn‘led as held for sale would be presented
separately in the appropnate asset and liability sections of the

balance sheet. .
v I

TRANSACTION PROCE&SIN& PROVISIONS: The Company
has recorded estrmates to accrue for contract contingencies {per-
formance penalties) and E:rocessrng errors. A significant number
of the Company’s contracts with large clients contain service level
agreements which can result in, TSYS incurring performance pen-
alties if contractually requnred Service levels are not met. When
providing for these ac%:rutals, the Company takes into consider-
ation such factors as the prior history of performance penalties
and processing errors ihcu:rred, actual contractual penalties inher-
entin the Company’s contracts, progress towards milestones and
known processing errors not covered by insurance.
N '

These accruals are 1ncluded lh other current liabilities in the
accompanying consohdated balance sheets. Increases and
decreases in transact|on processrng provisions are charged to
other operating expenses in the Company's consolidated state-
ments of income, and payments or credits for performance pen-
alties and processing errors are charged against the accrual.

BILLINGS IN EXCESS OF COSTS AND PROFITS ON UNCOM-
PLETED CONTRACTS When provisions for progress payments
exist on long-term contracts accounted for under the percenta-
ge-of-completion method, the Company includes amounts for
contract billings that exceed accumulated contract revenues in
billings in excess of costs and proflts on uncompleted contracts.
i

MINORITY INTEREST: Mlnorlty interest in earnings of subsid-
iaries represents the rmnornty shareholders share of the net
income or loss of GP Net and TSYS Managed Services EMEA,
Ltd. {TSYS Managed Servnces) The minority interest in the con-
solidated balance sheet reflects the original investment by these
shareholders in GP Net' arid TSYS Managed Services, their pro-
portional share of the elarnangs or losses and their proportional
share of net gains or losses resultlng from the currency translation
of assets and liabilities of GP Net and TSYS Managed Services.

l i

i
t
| :
. | . ;
FOREIGN CURRENCY TRANSLATION: The Company main-
tains several d|fferent foreign operations whose functional cur—l
rency is their local cufrency. Foreign currency financial statements_
of the Company's Mexican and Chinese equity investments, the
Company’s wholly owned subsidiaries and the Company’s major-
ity owned subsrdlalrl'es as well as the Company’s division and
branches in'the Un|ted Kingdom and China, are translated into
U.S. dollars at current exchange rates, except for revenues, costs
and expenses, and net income which are translated at the average
exchange rates for each reporting period. Net gains or l055es
resulting from the currency translation of assets and liabilities of
the Companys forergn operations, net of tax, are accumulated | in
a separate sectlon of shareholders’ equity titled accumulated
other comprehenswe income ({loss}. Gains and losses on transac-
tions denominated in' currencies other than the functional curren-
cies are included in deterrmmng net income for the period i m
which exchange rates change

.

I :
COMPREHE’NSIVE INCOME Statement of Financial Account-
ing Standards No. 1'30 {SFAS No. 130), ”Reportrng Comprehen—
sive Income,” requires companies to display, with the same
prominence as othelzrl financial statements, the components o_f
comprehensive income (loss). TSYS displays the items of other
comprehenslve income {loss} in its consolidated statements of
shareholders’ equityl e‘tnd comprehensive income.

TREASURY STOCK ’ The Company uses the cost method when
it purchases ts own common stock as treasury shares or issues
treasury stock upon optlon exercises and displays treasury stock
as a reduction of shareholders equity. !

1 N f

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES In

- June 1998, the FASB 1lssued Statement of Financial Accountung

Standards No. 133 (SFAS No. 133), "Accounting for Denvat:ve
Instruments and Hedgrng Activities.” In June 2000, the FASB

"+ issued Stater:nent of Frnancral Accounting Standards No. 138
(SFAS No. 138), "Accountrng for Certain Derivative, lnstruments

and Hedging Actrvmes an amendment of SFAS No. 133.] g
SFAS No. 133 and SFAS No. 138 requwe that all derivative mstru—
ments be recorded on the balance sheet at their respectlve fair

. values. The Compar\y did not have any outstanding derivative

instruments’ or hedgmg transactions at December 31 2006. .

+ REVENUE RECOGNITION The Company's electromc pay—
‘ment processing services revenues are derived from long-term

processing contracts| vlwth financial and nonfinancial |nst|tut|ons
and are generally recognized as the services are performed

. Electronic payment processing services revenues are generated

primarily from charges,based on the number of accounts on file!
transactions and authorlzatlons processed, statements mailed,
cards embossed and mailed and other processing services for
cardholder accounts [on file. Most of these contracts have pre-

scribed annual revenue minimums. Processing contracts generally




angé from three to ten years in lengthiand provide for penalties
or zarly terminatio'n.‘

he Company’s merc};‘uant acquiring ser\;ices revenues are derived
rorn Iong~term processing contracts with large financial institu-
ionsiand other merchant acquirers wrlnch generally range from
hree to eight years and provide for p-=nalt|es for early termina-
iori. Merchant acqumng services revenjues are generated prima-

¥ily from processing 'all payment forms including credit, debit,

|

cnue | Arrengements [ with . Muttiple- Celiverables.”

electronic benefits trelmsfer and check tiuncation for merchants of
all sizes across a wide array of retail mzrket segments. The prod-
ucts and services offered include authorization and capture of

|
,elertronrc transactrons clearing and-. settlement of electronic
transactlons information reporting serices related to electronic -
‘-transactlons merchant billing services, Iand point- -of-sale terminal

|
sales and services. Revenue is recognu ed as merchant acquiring

P
services as those serwces are per‘formed primarily on a per unit
basis. Revenues on pomt -of-sale terminal equipment are recog-

nized upcn the transfer of ownership and shlpment of product.

The - Cornpany recogmzes revenues in accordance  with

'SAB No. 104. SAB No 104 setsforth gundance as to when revenue

|
,is realized or reallzable and earned when all of the following
crlterla are met: (1) persuaswe evidence: of an arrangement exists;

!(2) del:very has occurred or services hawe been performed; (3) the

.seller’s price to the buyer is fixed or de1erm|nable and (4) collect-
|b|||ty i$ reasonably assured.

The Company evaluates its contractulal arrangements that pro-
vide, services to clients through a bundled sales arrangement in
acc ordan-_e with the|FASB's EITF No. (I)O 21 (EITF 00-21), “Reve-
EITF . 00-21
. addresse:; the determlnatlon of whether an arrangement |nvolv-
_ing rnore than one delwerable contams more than one unit of
accounting and how the arrangement consideration should be
measured and allocated to the separcte units-of accounting.

A deliverable in multlple element arlrangements indicates any
performance obllgatlon on the part :)f the seller and includes

“any ‘comdination of obligations to perform different services,

grant licenses or other rights. Revenue is allocated to the separate
units of accounting |n a multiple element arrangement based on

. relative fair values, prowded the dell\'ered element has standa-

lone valuz to the customer, the falrvalue of any undelivered items
can be readily deterrmned and dehvefy of any undelivered items
is probable and subistantially within the Company’s control. Evi-
dence of fair value must be objective and reliable. An .item has
value to the customér on a standalone'basis if it is sold separately
by e:ny vendor ar the customer could resell the deliverable on a
standalone basis.

The'Company recognizes software |IC€ nse revenue in accordance |

with SOF 97-2, “Software Revenue Re cognmon “and SOP 98-9,
"Modaﬁcatlon of SOP 97- 2; Software ‘Revenue Recognition Wlth

‘of the arrangement. ‘

: (
incomplete contracts are made in the period in which such losses

Respect to Certain Transactions. " For software licenses for which
any services rendered are not considered essential to the func-
tionality of the software, revenue is recognized upon delivery of
the software, provided (1) there is evidence of -an arrangement,
(2} collection of the fee is considered probable, (3) the fee is fixed
or determinable, and (4) vendor specific objective ‘evidence
(VSOE) exists to allocate revenue to the undelivered elements

i
When services are considered essential to the functionality of the
software licensed and VSOE exists for the undelivered elements of
the arrangement, revenues are recognized over the penod that
such services will be performed using the percentage- of comple-
tion method in accordance with SOP 81-1, “Accounnng for Per-
formance of Construction- Type and Certain Productfon -Type
Contracts.” Progress during the period in which semces are
performed is measured by the percentage of costs |ncurred to
date to estimated total costs for each arrangement as this is the
best measure of progress. Provisions for estimated |osses on

are determined. For license arrangements in which the fee is not
considered fixed or determinable, the license revenue is recog-
nized as payments become due. - , '

Maintenance fees associated with license software are billed
annually in advance, and the associated revenue is’ recognized-
ratably over the term of the maintenance agreement.. VSOE for
maintenance is measured by the renewal rate offered to, 'the client,
taking into consideration the normal pricing and d|scount|ng
practices for the underlying software license. “Maintenance
includes license updates, product support and unspecified soft-
ware product upgrades. ‘ .

The Company’s other. service revenues are derived from recevery
collections work, bankruptcy process management, legal account
management, skip tracing, commercial printing activities, tar-'
geted loyalty programs, and customer relationship management
services, such as call center activities for card activation, balance
transfer requests, customer service and collection. The contract -
terms for these services are generally shorter in nature as com-
pared with the Company’s long-term processing cc)nt{'racts. Rev, -
enue is recognized on these other services as the services are.

performed, either on a per unit.or'a fixed price basis. |
|

REIMBURSABLE ITEMS: Reimbursable items consist  of ,
out-of-pocket expenses which are reimbursed by the Company-s;
clients. These expenses consist primarily of postage, access fees
and third party software. The Company accounts for relmbursable
items in accordance with the FASBS EITF No. 01- 14, “Income
Statement Characterization -of Reimbursements Recerved for
Out of Pocket’ Expenses Iricurred.” ' .

fl

I
SHARE BASED" COMPENSATION In - December 2004 the
FASB issued Statement of Financial Accounting Standards No. 123

lm
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{Revised) (SFAS N_o. l122§R) “Share-Based Payment.”
SFAS No. 123R establishes standards for the accounting for trans-
actions in which an hntlty exchanges its equity instruments for
goods or services. It also addresses transactions in which an entity
incurs liabilities in exchange for goods or services that are based
on the fair value of the ent:tys equity instruments or that may be
settled by the |ssuanlce of those equity instruments. This State-
ment requires a pubhc entrty to measure the cost of employee
services received in exchange for an award of equity instruments
based on the grant-date fair value of the award {with limited
exceptions). That cost W||| be recognized over the period during
which an employee is reqwred to prowde service in exchange for
the award. : vl
1

SFAS No. 123R is effective for all awards granted on or after
January 1, 2006, and tojawards modified, repurchased or can-
celled after that date SFAS No. “123R requires the Company to
recognize compensayon*coste for the nonvested portion of out-
standing share—basedl co;mpen'sation granted in the form of stock
options based on the grant-date fair value of those awards cal-
culated under Statement 'of . Financial Accounting  Stan-
dards No. 123 (SFAS No 123] "Accounting for Stock-Based
Compensation,” for pro forma disclosures. Share-based compen-
sation expenses mclude the |mpact of expensing the fair value of
stock options in 2006 as weII as'expenses associated with non-
vested shares. In the future the Company expects nonvested
share awards to replace stock optlons as TSYS' primary method of
share-based compensation. TSYS adopted the provisions, of
SFAS No. 123R effectwe January 1, 2006 using the rnodlﬁed-

prospective- _transition, method ;

Prior to 2006, the - Company applied the intrinsic-value based
method of accounting prescnbed by Accounting Principles Board
(APB) Opinion No. 25 (APB 25)and related |nterpretat|ons includ-
ing FASB Interpretatlon No 44, "Accounting for Certain Trans-
actions Involving Stock Compensatron an Interpretation of APB
Opinion No. 25" tolac‘count for its fixed- -plan stock options.
Under this method, compensatuon expense was recorded only
if, on the date of gran't the market price of the underlying stock
exceeded the exert:lse1 price. The Company elected to adopt only
the disclosure requwements of SFAS No. 123.

Prior to the adoption c|>f SFAS No 123R, the Company elected to
recognize com pensatlon Cost assumlng all options would vestand
reverse any recogmzed compensatlon costs for forfeited awards
when the awards were actually forfeited. SFAS No. 123R elimi-
nates this option and lr'eqwres compames to estimate forfeitures
when recognizing compensatlon dost. The estimate of forfeitures
will be adjusted by a companyias actual forfeitures differ from its
estimates, resulting injcompensation cost only for those awards
that actually vest. The effect of the change in estimated forfeitures
is recognized as compensatlon costs in the period of the change
in estimate. in estumatrng |t5 forfeiture rate, the Company

v l I
l
|
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stock optaon grante to TSYS non-executive employees and

i i ‘ < '.
stratified its data t?afsed upon historical experience to determin
separate forfeiture r:ates for the different award grants. The Com
pany currently estrmates a forfeiture rate for existing Synovu

forfeiture. rate for aIII other TSYS and Synovus share-based awards
Currently, TSYS estlmates a forfeiture rate in the range of 0%'t
10.0%. | |

The Company has |Lsued its common stock to directors and}to -
certain employees ulnder nonvested awards. The market value o
the common stock|at the date of issuance is recorded as a
reduction of shareholders equity in the Company's consolidated
balance sheet and is amortized as compensation| expense over
the vesting peruod hﬁ the awards. For nonvested award grants that
are fixed awards that have pro rata vesting, the Company recog-
nizes compensation expense using the stralght—llne method over
the vestlnghpenod of the award. |I

L

LEASES:! The Company is obhgated under noncancelable
leases for computer equipment and facilities. As these leases
expire, they will be eva!uated and renewed or replaced by 5|m|Iar
leases based on need A lease is an agreement conveying the
right to use property, plant, or equipment ({land and/or deprecra—
ble assets) usually for a stated period of time. For purposes. of'
applying the accounting and reporting standards, leases are:
classified from the standpoant of the lessee as capital or operatlng
leases. Statement of Financial Accounting Standards No. 13
(SFAS No. 13) "Accountrng for Leases,” establishes standards
of financial accountshg and 'reporting for leases by lessees and’
lessors. If at-inception a lease meets one or more of the fo1|owu|19
four cntena| the ledse shall be cla55|f|ed as a capital lease by the
lessee: (a) the lease 'transfers ownershlp of the property to the
lessee by’ the end of the lease term; (b) the lease contalns a {
bargain puthase option; {c) the lease term is equa! to 75 percent
or more of the estrmated economlc life of the leased property,
and (d) the present yalue at the begtnnlng of the lease term of the
minimum lease payments equals or exceeds 90 percent of the fair
value of the leased; property. If the lease does not meet one or
more of the criteria, |t shall be classified as an operating |easd

Rental payments on operatlng leases are charged to expense over
the lease term as it, b'ecomes payable. If rental payments are not
made on a stra|ght line basis, rental expense nevertheless shall be
recognized ona strarght line basis unless another systematic and
rational basis is more ‘representative of the time pattern in whlch
use benefit is derlved‘from the leased property, in which case that
basis shall be used. : : | |

Certain of: the Companys operatlng leases are for,of'flce space
The Company will rnake various alterations (leasehold lmprove-
ments) to the office space and caprtahze these costs as part of
property and equipment. Leasehold improvements are amortlzed
ona stralght line basis over the useful life of the improvement or
the term.of the Ieasle whicheéver is shorter.

) . 1

| I | |
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D\’ERTISING Advertlsmg costs, copsisting ‘mainly of -adver-
singiin trade publlcatuons aré expensed as‘incurred or;the first
me-the advertrsrng tpkes place. Adve:ltrslng expense for 2006,
005 and 2004 was $937 000, $¢71, OOO and  $592,000,

e o .’-. Ve . .
C'OME TAXES +Income taxes reflec1ed in TSYS' consolidated

rfrnandal statements are computed based on the taxable income
:6f TSYS ai if TSYS vlrere a standaloneI tax reporting entity. A
onsolidated U. S. federal income tax rlﬂturn is filed for Synovus
and |ts ma’ orlty owneld subsidiaries, |nc|ud|ng TSYS

S

The Company accounts for-income taxes in accordance ‘with the
‘asset and liability method Deferred inchme tax assets and liabil-
ities are re: ognlzed for the future tax ccl)nsequences attrlbutable
to differenn es betweeln the flnanC|a| stalement carryrng amounts”
of e.ustrng assets and Irabrlutres and theif respectlve tax bases and
opeta‘ttng I055 and tax credit carryforwards Deferred tax assets
and-liabilit es are measured using enacted tax rates expected to
apply to taxable |ncoh1e in the years, |r]l1 Whlch those temporary
diffe rence< are. expected o be recove red or settled Reserves
‘against the: carrying value of a deferred tax asset are established
wheriinecessary to' reflect the deqeased I|kel|hood of realization
of a deferred assetin ‘the future. The effe: "t on deferred income tax
assets and liabilities of a change in Hix rates’is recognized in

1
mcome in the perlod that rncludes the |=*nactrnent date.

Income tax, provrslons requrre the use of managementjudgments
_,whlch are subject to challenge by various “taxing authorities.
_Contrngency resewels are penoducallyl established where the
amount of the contlngency can be realsonably determlned and
is l|l<ely to oceur. Reductlons in contlncency reserves are recog-
 nizedwhen tax dlsputes are settled or e,\amlnatlon periods Iapse

'Srgnuflcant estimates used in accountlnngor income taxes relate to’
the determrnatron of taxable income, tllte determnnat:on of. tem— g
porary diffsrences between book and 1ax basés, as well'as esti-
‘matas on 1he reallzablllty of tax credlts'

'EAF‘NINGS PER SHARE Basic earnings per_share (EPS) is cal-
culated by drvrdrng net income by the welghted averagl'e number
“of. common shares: outstandrng during the penod Diluted: EPS is’
calculated to reflect the potentlal drlut|o1 that would occur. if stock .
‘optlons or other: contracts to issue common stock were exerased
.Drluted EFS.is calculated by dividing.- het ‘incorme by werghted ‘
average ‘commor and commaon equrvulent shares outstanding.
Common equivalent shares are calculate d usmg the treasury stock,
method R L . . ‘-le

REC ENTA CCOUNTING PRONOUNCI MENTS In September
2005‘ the FASB |ssued Statement of Fllnancral Accountlng Stan-
dards No. 157 (SFAS No. 157), “Fair Value ‘Measurements.”

SFASl Ne. 157 defnnzles fair value estclblushes a framework for
measuring fair value in generally accep red accounting principles

|
and expands disclosures about fair value measurements.

Ny .
t -
'

. " " g . - | .
SFAS No. 157 is effective for fiscal periods beginning- after
November 15, 2007. The Company does not expect the impact

of adopting SFAS No. 157-on its financial position,-riesults of

operations and cash flows 1o be material. .

in June 2006, the FASB issued FASB lnte'r'p'retation No. 4&1llFIN 48},

“Accounting for Uncertainty in lncome Taxes, an Interpretatron of
FASB Statement No. 109.”- FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in a company s,flnandal
statements in accordance with [FASB Statement No 109,
“Accounting for Income Taxes.” FIN 48 prescribes a rec‘_ognitio‘n
threshold and measurement attribute for the financial statement
recognition and measurement of a'tax position taken or c—l:-xpected
to be taken in a tax return.- ' . ; ‘

FIN 48 prowdes a two-step process in the evaluatlonlof a tax
position. The first step is recognition: The Company determrnes '
whether it is more-likely- than not that a tax position erI be sus- |
tained upon examination; including a resolutlon of any related

.appeals or litigation processes based .upon the techmcal merits
of the position. The second step is. measurement. A tax posmon

that meets the more-likely-than-not recognltlon threshold is mea-
sured at the largest amount of beneflt thatis greater than 50 per-
cent likely of being reallzed upon, ultlmate settlement

r ._ 4
‘!' l

FIN 48 is effectlve for frscal years beglnnrng after December 15,
2006. The Company does not ‘expect.the impact of adoptlng

FIN 48.0n its financial position, results of operatlons and cash |. -

flows.to be material. . ST l

In September 2006, the FASB issued FASB Staff Position. No AUG
AIR-1 (FSP No. AUG AlR 1) ”Accountmg for Planned M‘a,tor l\/lam-=
tenance Actrwtres " FSP No. AUG AIR 1 prohnblts the' use of the
accrue-in- advance method of accountlng jfor planned major maln- .

“tenance actlwtles in annual and interim reportmg perlpds The
‘accrue-in-advance method of accountrng causes the recognrtron

of aliability in a period prior to the occurrence of the translactlon or !
event obligating-the entity. FSP No:. AUG: AIR-1 is ef‘fectlve for

~ fiscal periods: begrnnrng after December 15,:2006. The Company,

does not expect the impact of adoptlng FSP No. AUG AIR 1onits |

-f1nancral posrtron results of operatuons and cash flovlvs to bei v

mater|a| S - T, L n o . ,
: : oo

' In June 2006, the EITF reached aconsensuson EITF Issue No. 06-3

(EITF 06-3); ”How Taxes Collected from Customers and Remrtted )
to Governmental Authontres Should Be-Presented in the income
Statement (That Is, Gross versus Net Presentatron) * This gurd
ance requires- disclosure of the accounting policy for any tax |
assessed - by a governmental. authonty that is, directly’ |mposed

ona revenue producing transaction’{i.e., sales;.use, value added) o
on a gross (mcluded in revenues and costs) or net’ (excluded from:*

revenues) basis. If taxes are reported on & gross basis, an entity is
required to disclose the amounts of those taxes for each pericd for,
which an.income statement is presented, if material. EITF 06- 3 is t
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effective for fiscal p:enods begmnmg after December 15, 2006.
The Company does not' expect the impact of adopting EITF 06-3
on its financial p05|t|on,llresults of operations and cash flows to be

material. \

In September 2006, the EITF, reached a consensus on EITF Issue
No. 06-4 (EITF 06-4), “Accounting for Deferred Compensation
and Postretirement Benefit Aspects of Endorsement Split-Dollar
Life Insurance Arran&errjents.’” EITF 06-4 requires an employer to

recognize a liability for future benefits based on the substantive

agreement with the 1ernf:;loyee EITF 06-4 requires a company to
use the guidance prescnbed in FASB Statement of Financial
Accounting Standards No. 106, “Employers’ Accounting for Pos-
tretirement Beneﬁts’Other Than Pensions” and Accounting Prin-
ciples Board Oplnlon No. 12, “Omnibus Opinion,” when entering
into an endorsement spllt dollar life insurance agreement and
recognizing the I|ab|||ty EITF 06-4 is effective for fiscal periods
beginning after December 15, 2007. The Company is currently
evaluating the |mpact}of adoptmg EITF 06-4 on its financial
position, results of operatlons and cash flows, but has yet to
complete its assessment

In September 2006, the EITR reached a consensus on EITF Issue
No. 06-5 (EITF 06- 5) ”Accountmg for Purchases of Life Insuran-

ce — Determining the Amount That Could Be Realized in Accor-

dance with FASB Techmcan' Buh‘etm No. 85-4." EITF 06-5 requires
that a cietermlnatlonI ofithe amount that could be realized under
an insurance contract should 1) consider any additional amounts

beyond cash surrender value included in the contractual terms of .

the policy and (2) be based on an assumed surrender at the
individual policy or certlflcate level, unless all policies or certifi-
cates are required t:o be surrendered as a group. EITF 06-5 is
effective for fiscal penods beglnnlng after December 15, 2006.
The Company is currently evaluatlng the impact of adopting
EITF 06-5 on its f|nar'1C|aI position, results of operations and cash
flows, but has yet to, complete its assessment.

! .
: RECLASSIFICATIONS | Certain reclassnﬁca‘aons have been
made to the 2005 ahd 2004 financial statements to conform to
the presentation adopted in 2006

|

CORRECTION: The Companys consolidated statements of

cash flows for the years ended December 31, 2005 and 2004 .

have been changed to¢ dorrect an error in the cash flows received
from its equity lnvestments The Company had previously con-
sidered dividends recewed from its equity investments as returns
of its investment and therefore classified these cash flows as
investing activities. How_ever,,the Company has now determined
that the dividends from'its equity investments should have been
considered a return on | its investment and classified as an oper-
ating activity. The change does not affect net income or earnings
per share and did ndt have an impact on the Company’s consol-
idated statements of i |ncome or consolidated statements of share-
holders' equity for the years ended December 31, 2005 and 2004,

B
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respectlvely, nor d|d it have an impact on the consolldated ba
ance sheet as of December 31, 2005. !

The change lncreased net cash flows prowded by operatm
activities and decnieased net cash flows used in investing activitie
by $1.7 million and $35.9 million for the years ended Dece
ber 31, 2005 and 2004 respectively.

NOTE 2 Relat:onsh:ps with Affi I|ated
Companles -

'
b

The Company prowdes electronic payment processing and other
services to its parent company, Synovus, and its aff liates, and to
the Company's equrcy investment, TSYS de Memco The Company
had an eqwty investment with Visa and used the equity method of
accountlng to record its 50% ownersh:p in the equity investment.
In the ordinary cou rse of business, TSYS, which owns the merchant
acquiring back-end]processmg software used by TSYS Acqumng,
provides processuing services to TSYS Acguiring. On March 1,
2005, the Company acquired the remaining 50% interest in TSYS
Acquiring.: Refer to‘Note 22 for more information on the acqui-
sition of TSYS Acqumng

The foregomg relatied party services are pen‘ormed under con—'
tracts that are sm:nlar to its contracts with unrelated third party
customers, The Company believes the terms and conditions of
transacuons between the Comipany and these related partles'are
comparable to thbse which could have been obtained in trans-
actions with unafﬂhated parties. The Company’s margins with'
respect tolrelated party transactions are comparable to margins
recognlzed in transactlons with unrelated third parties. The-
amounts related to! thiese transactions are disclosed on the face
of TSYS' consolldated financial statements.

At December 31, 2006 CB&Towned 159,630, 980 shares (81. 1%)
of TSYS common1 s|tock ‘ ‘ : ‘ |

1
i I t

Line of (iiredit ‘ ' - '

| !

On June 30 2003,\TSYS obtalned a$45. 0 millien iong term I|ne of
|

credit from a banking affiliate of Synovus. The Ime was an alito-
| 1

matic drawdown facmty The interest rate for the line of credit was

the London Interbank Offered Rate (LIBOR) plus 150 basis ponnts
|

In addition, therewas a charge of 15 basis points on any funds

unused. The line|of credit was unsecured debt and included

covenants- requ:rlng the Company to maintain certain mlmmurn

financial rattos The Company used the facility occasionally durlng

2005, borrowmg and repaying approximately $48.1 million.” At

December, 31, 2005 TSYS did not have an outstanding balance

on the fine of credtt and was in compliance with all covenants. The

line of credlt explred on June 30, 2006.

In addltlon, TSYS n'\alntams another unsecured credit agreement
with CB&T. The credit agreement has a maximum available
! -




rlnc:pal balance of $5 0 million, with mterest at prime. TSYS did
ot Ll,lse the credit faflllty during 2006 lor 2005.

a!énce Sheets
-
TS‘(S maintains dep05|t accounts wuth CB&T and other Synovus

. receives rmarket rates of interest. Inclucied in cash and cash equiv-
. alents are: deposit balances with Syno{rus affiliates of $241.0 mil-
. lion and $152.6 million at December 31, 2006 and 2005,
‘respectivaly. ‘

l ' s, .
The Company maintains restricted casn balances on deposit with

relate to cash collei:ted on behalf of clients which are held in
es row At December 31, 2006 and' 2005, the Company had
're-,tnctecl cash balaqces of $5.0 million and $4.1 millien, respec-
ttvely, on deposit with Synovus affshatles

At Decernber 31, 2006 and 2005, TSYa had dividends payable of
$1‘I 2 million and l$9 & million, respectlvely, associated with
related parties.

Thr?ugh its related |party transactionri TSYS generates accounts
receivable and |Iablllty accounts with Synovus, CB&T and other
' Synovus affiliates, and TSYS de Mexlco At.December 31, 2006
and 20C5, the Cor{wpany had accounts receivable balances of
$34,000 and $92,000, respectively, associated with related par-
ties. At December 31, 2006 and 2005, lthe Com pany had accounts
payable balances of $0.1 million ancji $0.1 million, respectively,
associatad with.related parties. At December 31; 2006 and 2005,

$47,000 and $344,000, respectively.

affiliates, the majonty of which earn irterest and on whuch TSYS

*CE&T and other Syr{ovus affiliates. Tl”:e restricted cash balances

the Corhipany had a‘n accrued currentlllabmty torelated parties of .

Statements of Income

The Company prowdes electronic payment processmg services
and other services for Synovus, CB&T and other Synovus affiliates,
as well as the Company's equity method equity investments, TSYS
de México and TSYS Acquiring. !

The table below details revenues derived from affihliate:d compa-
nies for the years ended December 31, 2006, 2005 and 2004:

(In thousands} 2006 2005: 2004

Electronic payment processing

services:

CB&T .. ..o $4,998 4,848 4,543

Synovus and affiliates. . . ... ... 87 148 359

TSYS de México .. .......... 3 2 17,
Total electronic payment . I B

processing services . .. .. ..... $5.088 4,998 4,919
Merchant acquiring services: ‘

TSYS Acquining - . . .. ..ot $ — 2378 13,786
Total merchant acquiring services. . $ — 2,378 13,786
Other services: ‘ : : |

CBET ..o e $6,499 6,403 5598

Synovus and affiliates. . .. ... .. 1,266 - 613 560

. TSYS Acquiring . ... .o — 8.- 61
Total other services. ....... . . $7,765 7,024 T 6,219
Reimbursable items:- ST ; a ;

CB&T .. ... $1,718 1512 1,470

Synovus and affiliates. . .. ... .. 106 52, 89,

TSYS de México ... ... ..... s 20 4

TSYS Acquiringe . .o .voo e o — 1,421  .8,058 -
Total reimbursable items . . .. . . . . $1,839 3,005 9,617
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The Company and Synovus and its affiliates are parties to various
agreements to prowdle cértain services between one another. The
table below details expenses associated with affiliated companies

for the years ended December 31, 2006, 2005 and 2004 by
expense category: j

I‘
]
(0 thousands) IV 2006 2005 2004
Salaries and other personnel '
expense; !

Trustee fees paid to Synovu's

$ 1,070 588 787

Total salaries and other personnel

expense ....... ..., $1070 588 787
Net occupancy and equuSment ‘ S

expense: 1

Rent paid to CB&T by, TSYS $ 102 102 133

Rent pald to TSYS by CB&T . (40) (3%} (39

Rent pald ta TSYS by Synovus o (1,062 (945)  (803)

Total net cccupancy and| ! |

equipment expense‘..‘{',...'.... $(1,000) (882)  (709)
. ¥ |

Other operating expense’s‘ .
Management fees pa|d to

Synovus . . . .. .. 1 Cfood.. 888937 8131 8,459
Processing support fees paid to

TSYS de'Meéxico .t {1, ... .. 147 141 200
Misc. fees paid to SynoLVUS A 354 . — —
Misc. fees paid to CB&T . . .|. o - 94 7 —
Banking service fees pald by '

TSYS to Synovus affi luate

“banks. ...l bl 43 = 83 110
Data processing serwceﬁfeeslpald '

to TSYS de MeX|cc|> e .39 50 14
Data processing service fees pald ‘

to TSYS Acquiring]. . ﬁ:. NEL - 21 123

Total other operating elxpénses ... $9570 8433 8,506
|

V' |
L]

Nonoperating Income ' !

B ]
The following table details" the amount of interest the Company
earned from related pa:rtie_s and the amount of interest expense
the Company paid to related parties for the years ended Decem-
ber 31, 2006, 2005 and 2004: |

i
1

v T
i 1

{In thousands} ; I ' 2006 2005 @0_4

Interest income from Synovus afﬂllate ) ‘
banks. .. ........ ! .......... $7,540 2,828 967

Interest expense paid o Synovus :
affiliate banks .. ...}, 2L — 37 —

NOTE 3 : Cash a;ld Cash Equivalents - :

. |
" rized as follows:

!
i

5

l
Cash Fn'o{fv

TSYS paid cash dI‘VldendS to CB&T in the amount of approxi
mately $41.5 million,$31.9 million and $19.2 mllhon in 2006, 200
and 2004, irespectlve!y TSYS received cash dividends from 'rt
equity method equity investments of approximately $2.4 m|||I0n
$1.7 million and $35.9 million in 2006, 2005 and 2004,
respectively. . ‘ l
"

| ;
oLt ! ' ‘ 1
Stock Options | . L :
. ! Lo !
Certain officers of TiSYS and other TSYS employees participate:in
the Synovus Incentive Plans. Nonqualified options to acquire
Synovus common stock were granted in 2006, 2005 and 2004
as follows: % :
: 1 :
‘ _ i
(in thousands: exCeptlper share data) 2006 2005 2004
Number of shares under options . . . 305 697 710
Weighted average exercise price. . . $27.67 2871 24.00
; | ‘ | '
These stock opuonstwere granted with an exercise price equal to
the fair market value of Synovus common stock at the date of
grant. The OptanS vest over two to three years and expire eight to
ten years from date'of grant. Refer to Note 14 for more informa-
tion on stock optlons ! '
i
The Company believes the térms and conditions of the transac-

' tions described abobe between TSYS, CB&T, Synovus and other

affiliated companies are comparable to those which could have

: !
- been obtalned in transactions with unaffiliated parties. No 5|gn|f

icant changes havelbeen made to the method of! estabhshlng

terms with the afﬂhated companles during the perlods presented
| + I

1 i 1 :
Cash and cash equivalent balances at December 31.are summa:
' : . ' '
: ! |

" (In thousands) | | ‘ 2006 2005 I'
Cash and cash equivalents in domestic ‘
accounts".. . ... \. b $344,197 191,837

" Cash and cash equwalents in foreign ; :
accounts ... ... X FUUIRE 44,926 45,732
Total . . ... PO PP $389,123 237,569

.

The Company maintains accounts cutside the United States
dénominated in U.S. E?ollars Euros, British PoundsSterIrng Cana-
dian Dollars, ‘Japanes? Yen, Chinese Renminbi, Brazilian Real,|

|
‘Cypriot Pounds and I‘\Iﬂalay5|an Rlnggets All amounts in domestlc
" accounts are denommated in U.5. Dollars.




OTE 4 Prepald Expenses and Other Current

Assets

ignificant componepts of prepaid expenses and other current
assets at December 31 are summarized as follows: .

K

{in thooserrds) | . 2006 2005

' Prepaid expenses L. ... ... .. PR $14,837° 15,053

Supplies inventory RS 12,311 9,742

Other . ...\ .. ’ ................. 28,684 20441

Toral .. ......... i ....... S $55,832 45,236
o f

| N'DTE ‘5 Complruter Software, net

Cc.mpute.r software at December 31 is summarized as follows:
[ .

T‘:YS acjuired TSYS Card Tech in Ju[y 2006. The Company is in
_the process of flnahzmg the purchase price allocation and has

technology intangibles. . Refer to Note 22 for more information on
T3YS Card Tech. ' -
Amortization expense related to lizensed’ computer software
~ costs was $75.0 m|II|on $53.3 m|II|cn and $37.7 million for the
yaars ended December 31, 20086, 2005 and 2004, respectwely
. Amortization expense includes amounts for computer software
acquired under. capltal lease. Amortization of software develop-
ment costs was $12 5 million, $12. Z‘p‘ulhon and $12.9 million for
the years ended December 31,2006,:2005 and 2004, respectively.
Amortization expense r. related to acqursmon technology intangi-
Eles was $5.2 mulluon for 2006 $3.9 mllhon for 2005 and $1.2 mil-
I|on for 2004.

The Company was developrng its Integrated Payments Platform
supporting the ontline and off-line debit and stored value mar-
kets, wich would|have given clients access to all national and
reglon<| networksI EBT programs, ATM. driving and switching

. l

" services for online debit processing. Through 2004, the :Company

{In thousands) ‘ ' . 2006_ 2005
Licensed computer software . . ... .. .. $336,263 395,992
Scftware development costs. . . . .. ... 172,555 158,384
Ac:ciui'sition technology intangibles ., 45,344 30,700
Total cormputer software ... ... .. ... 554,162 585,076
Less accumulated amortization: ,
Licensed computer software .. ..... 226,242 230,688
Software development costs ... ..., 1 00,645 _ 80,510
Acquisition technology intangibles. . . 10,825 . 5,890
* Total accumulated amortization. . . . . .. 337,712 317,088
Cpmputer softweire], net. ... $216,450 267'988 Software development costs .. .. ... . ... ... .. t67

" Acquisition technology intangibles . . ......... .17

Total ... Co ¢_5_8

pr eliminarily allocated approximately $14.0:million to acquisition

invested a total of $6.3 million. In March 2005, the Company,
evaluated its debit solution and decided to modify its approach in
the debit processing market. With the acquisition of TSYS Acquir-
ing and debit alternatives now available, TSYS determined that it
would no longer market this third-party software product asits on-;
line debit solution. TSYS will continue to support this product for
existing clients and will enhance and develop a new solution. As a:
result, TSYS recognized an impairment charge in net occupancy,
and equipment expense of approximately $3.1 million related to
its on-line debit solution. In September 2005, TSYS recognized an
impairment loss on developed software of $482,000. The $3.6 mild
lion of impairment charges for 2005 are reflected in the domestlc—

based support services segment.

During 2004, the Company decided to change its approach fo{
entry into the Asia-Pacific market. As a result the Company
recogmzed a $10.1 million charge to net occupancy and eqmp-
ment expense for the write-off of the double-byte software devel;
opment project: The $10.1 million impairment charge is reflected
in the domestic-based support services segment, where the soft;
ware development occurred.

The weighted average useful life for each component of computer
software, and in total, at December 31, 2006, is as follows: j

Weighted

! Average

Amortization

At December 31, 2006 P_erlod'(Yrs)

Licensed cornpu'ter software . e A . 67

Estimated future hriortization &xpense of hcensed com puter sof:c-
ware and software development costs as of December 31, 2006

for the next five years is: ' o ; '

Licenseci " Software I
. Computer Development

(in thousands) 1 Software . Costs

2007 . 0o $37,122 . 20,756

2008. . T 33,564 ' 17,926

2009 . ... 26,544 © 13,334

2010, . . e 11,010 I 9,652

2011 B 800 5,413




! |
! .
i
1

i

i .
Estimated future amoE‘tization expense on acquisition technology
intangibles as of Decemliner 31, 2006 for the next five years is:

|
!
)
: t
: [ : .
' i
|
|

i
H

‘ ! ' ! .
The weighted average useful life for each component of contra
acquisition costs, and in total, at December 31, 2006 is as follov;:s

A

{In thousands)

2007 ... ...l T $6,054
2008 ..o b 5,560
2009 ... b SR 5,314
200 ... bR 5,314
2011 ..o 4,808

.
NOTE 6 Property*and Equment net

Property and equipment | balances at December 31 are as follows:

1

{In thousands} ; ' 2006 200?
Buildings and improvements. T, $227,837 213,136
Computer and other equment ...... 164,117 140,165
Furniture and other eqmpment S 86,677 82,182
Land . ........... R 17,856 16,881
Construction in progress... . . ©. ... ... 1,257 3,669
Total property and eqmpment ....... 497,744 456,033
Less accumulated deprecuatuon and : :
amortization . .. .. F. 0 0L 226,423 188,054
........ $271,321 267,979

Property and equipme}nt,:net '

1l ' . 1
Deprecnatlon and amortlzatlon expense related-to property and
equipment was $43.4 m||||on $39.2 million and $29.4 million for
the years ended Decernber 3, 2006 2005 and 2004, respectwely
Depreciation expense mcludes amounts for equipment acquired

under capital lease. 1 | .
| H f . . -
NOTE 7 Contract lﬂuchisition Costs, net '

Significant components of contract acquisition costs at Decem-

ber 31 are summarized as‘ follows:
-

[

163,861

{in thousands) ' 2006 2005
Payments for processing nghts net $107,896 120,015
Conversion costs, net. b, 59,553 43,846
Total .. ........ ... i ) *I. c | ...... $167,449

Amortization related to paymenlts for processing rights, which is
recorded as a reduction’of r revenues, was $26.7 million, $21. 9 mil-
Jion and $13.7 millien for 2006 2005 and 2004, respectively.

Amortization expense related to conversion costs was $17.8 mil-
lion, $15.9 million and t$11 S ma'.'non for 2006, 2005 and 2004,
respectwely ;

- majority ownership as a business combination requiring the Com-

- Company has prellmlnarlly allocated $323,000 to goodwdl
-+ related to TSYS Managed Services.’ Refer to Note 22 for more

" On July 11, 2006 TSYS acquired Card Tech, Ltd a prlvately

refers to as TSYS Card Tech. The Company is in the process of
 finalizing the purchase price allocation and has prellmmarlly allo:

< for more mformatuon on TSYS Card Tech. : !

! ' +
* : " Weighted
' Average
‘ ) ~ Amortization
At December 31, 2006 , Period (Yrs)
Payments for processmg nghts ..... S |

Conversmncosts..._.....................:

1
'
|
L

]

9.8
7.4
21

! . .
i i [ : 1

Estimated future arr|10rt|zatron expense on payments for process-
ing rights and conversion costs as of December 31 2006 for the
next five years is:

‘. ‘ : _ Payments for Conversion
{in thousands) ; Precessmg Rights Costs ! F
2007 .. bl oo - $18,908 15,103,
2008..... .. ... Pl . 18454 ' 10,628,
2009 .. .. ... ..., Vil - 176488 10,319
20100, ... ...... Voo 16,346 8,752
2001 .. ..., [ B DR 15,433

l 8,173 !
'i ? ' ' '
t
NOTE 8 Goocllvrlll net
On November 16, 2006, TSYS acquired 55% of TSYS Managed
Services EMEA Ltd| (TSYS Managed Services) for an aggregate

consideration of apprommately $2.5 million, lncludmg direct
acquisition. costs. The Company recorded the acquisition of

pany to allocate the, purchase price for the assets acquired and
liabilities . assumed based upon their relative fair: values. The

infarmation on TSYS Managed Services, ' ‘

owned London- based payments firm, and related, compames
TSYS formed!and/er acquired five'companies in connection wrth
the Card Tech Ltd. acqwsmon which the Company collectwely

cated apprommatety $27.4 milion to goodwill. Refer to Note 22

In March 2005, TSYS acqunred the remaining 50% of TSYS Acqmr—
ing for $95.8 million. Referto Note 22 for more information on the
acquisition of TSYS Acqunrlng In accordance with authontatlve
accounting gundellne ,,1TSYS recorded the acquisition ofthei rncre-|
mental 50% ||nterest as a business combination, requiring that
TSYS allocate the purchase price to the assets acqunred and

; liabilities assumed based on their estimated fair values. The

b .
H . [
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mpany has allocated approxrmatelyf$30 2million to goodwill.
s & resu't of the acclqunsmon of contrcl of TSYS Acquiring, TSYS
hanged irom the ethty method of acclountmg for the investment
“in TSYS Acquiring and began consclldatrng TSYS Acquiring's
Pbalance sheet and results of operat]ons in the 'statements of
mcome effective March 1, 2005. The Company recorded the
' remaining 50% intefest in TSYS Acqmnngs assets and liabilities
at hlstoncal carrymlg values, which 'resulted in an additional
inc rease in goodwn" in 2005 of appraximately $6.9 million.

Effectnve January 1 2006, Golden Retriever Systems: L.L.C.
{Golden Retriever), became a wholly owned subsidiary of

l‘

The chaages in the' carrying amount of goodwﬂl at December 31, 2006 and 2005 are as foltows:

Enhancement Ser\nces Corporatron (ESC). Also effective Janu-
ary 1, 2006, Merlln Solutions, L.L.C. {Merlin) became a ‘wholly

owned subsidiary of TSYS. Both entities were prevnously wholly
owned subsidiaries of TSYS Acquiring and were reported undel
the merchant acquiring services segment. Effective January 1;

2006, the financial results of the two entities are |nclu::Jed in the
domestic-based support services segment. The results for previ;
ous periods have been reclassified to reflect these changes.

As a result, the Company reallocated approximately $5 1 miffion
of goodwill between the rnerchant acquiring services segment
and the domestic-based suppor‘c services. segment.

Domestic-Based

r
7
1
|

International-Based Merchant

(i thousands) Support Services Support Services Acquiring Services  Consolidated '
‘ _ |
Balance as of December 31,2004 . ............. ... $ 68,954, 1,607 : - 's 70,561
Acquisizion of TSYS Acqunrlng e e — - — : 43,632 43, 632
TSYS Pr epald purchase price allocation adjustment . . . .. {(1,312)° ' — . — 1, 312)
" Clirrenc y translation adjustments . .......... ... . — _ (16) . — o (16)
Balance as of December 31,2005 .. ... .. .. ... o 67,642 . 1,591 L, 43,632 112:865,
Transfer goodwill between segments .. ... .. I - 5,056 — (5.056) ! —t
" Acquisition of TSYS Card Tech . ... P — .. 27,430 o - to27, 430
Acquisition of TSYS Managed Services . .. ......... . — - 323 - . - _ 323 ”
TSYS Acquiring purchase price allozation ad;ustment - o= (6,476) f (6,47l6)
Currer.cy translatlon adJustments .................. L - {805} R _ c, L T{B0O5) -
: - - : . - AR I
Balance as of De{cember 31, 2006 ......... e $72,698 " 28,539 32,100 | $133,337.
s _ ~ ) . ]

Effect've November 1, 2005, TSY purchased an initial 34.04%
equnt), interest 1? CUFP Data. Effe «ctive August 1, 2006, TSYS
mcreased its ownership interest. to 44.56% of CUP Data for

; accountlng to account for its investment in CUP Data. The differ:
ence ">etween the costofan mvestrhent and the underlying equity
in net assets of CUP Data is recogr‘:lzed as goodwill. The goodwill
assocnated with|CUP Data is riot reported- as goodwill in the
Com Jany’s consolldated balance sheet, but’ is reported as a

; component of the equity Investm-Lnt Refer to Note 22 for more

t mformatlon ‘about CUP Data.

NOTE 9 Equlty Investments

cTSY‘: held a 50% equity mteres1 in TSYS Acqulnng, an equity
'investment with Visa, which combines the front-end authorization
and back-end accountlng and =et‘tlement processing for mer-
. chants. On March 1, 2005, TSY:> acquired the remaining 50%

$‘|5 6 million. The Company is usmg the equity method of

: ! !
interest. The condensed consolidated financial information for the
year ended December 31; 2004, is summarized as folfows:. [-

»

Consolidated ‘Stat'ements ‘Of Income Data:
. . o o ,1

{in millions) ?004

Revenue before remnbursable items . . ... ... .. f c $2£19.1r
Total revenues ... ... ... e 2;32'.0
Operating iNCOME. . .. ..ot 42.9
Net inccime"r ......... e - , ce :43.6

4

* TSYS Acquiring is a limited habllrty Lcornpany with 100 million units of
ownership outstandifg and is taxed in 8 manner similar'to a partnership;
therefore, net income refated to TSYS Acquiring’ does not mclude

mcome tax expense. I N

TSYS accounts for its 49% mvestment in TSYS de:México and its
44 56% investment in CUP Data using the equity method of
accountmg TSYS' equity investments are recorded initially at cost
and subsequently adjusted for equity in earnings, cash contrubu-
tions and distributions, and foreign currency translation
adjustments. i :




+

A surnmary of TSYS' e|qui‘|ty inincome of equity investmentsfor the
years ended December 31, 2006, 2005 and 2004 is as follows:

: i [
(i milions) ‘ . 2008 2005 2008
TSYS-Acquiring . ...5.f $— 32 220
Other .. ...... ... !I ........ 42 29 17
Total equity in income ofleqwty
investments . . .. . ‘I R R EREEE $4.2 61 237
: &1
A summary of TSYS' equity mvestments at December 31 is as
follows: 1, .
L
h
{in miflions) ‘ \ : . 29_9_. @0_5.
CUPData........ .\ | { S $55.2 370
TSYS de México . ... 1. . o 69 57
Total ..ol g $62.1 427

NOTE 10 Other'lntangiblé Assets, net

OnJuly 11, 2006, TSYS acqu|red TSYS Card Tech. The Company is
in the process of fmallzmg the purchase price allocation and has
preliminarily allocated approximately $10.6 million to other intan-
gible assets as part of the p'urchase'price allocation to customer
refationships and trade names. Refer to Note 22 in the consoli-
dated financial statements for more |nformataon on TSYS Card
Tech ’ L

. . “ ) i '
In March 2005, TSYS acqmred the remaining 50% of TSYS Acquir-
ing for $95.8 million. Refelrto Note 22 for more information on the;
acquisition of TSYS Acqurrung TSYS has allocated approximately
$12.0 million to other |ntang|ble assets as part of the purchase-

|
price allocation related to customer relatlonshrp intangibles.
i
A !

Significant components of-oth‘_er intangible assets at December 31
are summarized as follows:

+

Ill 1 .
f, L 2006
_ : Accumulated
(in thousands) ?rossl . Amortization Net
Customer relationships . . 528.610 " (8,003) $20,607
Covenants-not-to- l .
compete .......... l 1 000 ' {(850) 150
Tradename . ......... 1 335 : (778) 557
1$30,945 | (9,631  $21,314
12 N B
5 .
|
' )
{

I
. The weighted average useful life for each component of ot'ner

¢ Average l
| ! Amortization
At December 31, 2006 % : Period (¥rs)!
Customer relationshi;‘as A - 78
. Covenant-notito- compete ................. 34
Trade name l ..... by Do 33
'Total ..... l‘ ....................

2005 '
i Accumulated &
fin thousands) ‘, Gross Amartization Nety s
Customer: relation5h|ps Lo $17,294 {4,397y $12,897
Covenants- not to- j . i
compete b | Lo 1,000 (S50)} 450
Trade name! . . . . . 4.% ..... T 700 (467) 233
v 1
Total ......... L. 1$18,994 {5,414}, $13,580
S , . - ;
l ! 1
N 1

Amortization relatecl1 to other intangiBIe assets, whiéh is recordei:i
in other operating expenses, was $4.2 million, $3.2 million and
$1.5 million for 2006 ‘2005 and 2004, respectlvely

I

intangible assets andin total, at December 31, 2006 is as follows:
' | _
" P ‘ ! a
i ' | Weighted

74

. | ; :
Estimated future amortization expense on other intangible assets
as of December 31, 2006 for the next flve years is:

| 1 \

tin thousands) | . \ i

2007 ....... Ll e et $3,804
2008 ...l bl e 2,935 |
2009 ....... L T 2,686 |
2000 .. T 2,686 |
2011............5.{ ...................... 2,686

[—J—

NOTE 11 <:ia.':aital

Capital lease obligations | at December 31 consists of:
cq .

I T

I'I.ease Obhgatlons

fin' thousands)

ti 2006 2005

Capital lease obl'igations ............... $6,781, 5,633
Less current pomon. St ’_ ........... ... 3156 2,078
$3.,625 3,555

Noncurrent portron of ca\pntal leases.......




_ ccnprtal leases at Deicember 31, 2006 'are summarized as follows:

i
(- {.'n thous: andls)

F o007 ] il 53,086
2008 ... Ll e 2am

* Total minimum lease payments . . ... P 7,418
Less amount representing interest, . . . . .. e © 637

4

NOTE 12 Other Current Llabllltles ' « T

he present value of the future minifum Iease payments under -

EQUITY COMP{ENSATION PLANS The following table summarizes TSYS equ|ty compensatlon plans by category A

Significant components of other current liabilities at December31 .
are summarized as follows: ; .

{in thodsandf) . o 2006 ] ) _ 2005 ! : ’
Accrued eﬁpenses'j R U _44,578" ' 3?,88|2

" Client liabilities . . . .. e 36,161 34,381 .
Accroed income taxes .. ........... . 25,384 . 25,4‘{3 o
Deferred revenues .. .. ... .. A 19311 6, 421
Dividends payable . . .. .. ... I 13,785 11 832
Transaction processing provisions ..... o 12,645 9, 453 o
Client postage dep05|ts Ce ' A6,"731¢.fa 7 4'59 : p
Other ... ... .. i e 21,745 26,251 .

Total ... ot . $180,345 161,122

. ‘ _ |
NOTE 13 Shareholders'.Equity ; _
DIVIDENDS: Dividends on common stock of $51 3 million were
paid in 2006, compared to $39.4 million and $23.6 ml“IOﬂ in 2005
and- 2004, respectively. On May 25, 2006, the Company '
announced an increase in its. .quarterly dividend of 16.7% from
$0.06 to $0 07 per ‘share. On April 21, 2005, the Company
announced an increase in_ its quarterly dividend 'of 50% from
$0.04 to $0. 06 per share. On April 15, 2004, the Company
announced a 100.0% mcrease in its quarterly duwdend fiom
$0.02 to $0.04 per share '

1

E

! (m thousands, except
[ per share data) ) LT .
Plan l..ategory

Number of securities to
be issued upon exercise of
outstanding options,

. - 1
.ot a o) ]
Waeighted-average  Number of securities remaining
exercise price of . ' available for future i |ssuance
' outstanding under equity r.ornpensation ;
options, warrants . plans (excluding securities '

‘ 1
; Equny compensatuon plans apprcved by securuty

)

Locholderss. L Lol

[ 'Equuy compensatlon plans not approved by security
ot hclders

warrants and rights

1,028

1,066 $15.53 R

—rr— L

* and rights. reﬂected in column (a))

i. s
| .

$15.42 8,2;69‘_3’ '
38 © 1850 O—
8,269

EAI!NINGS PER SHARE Theidlfuted earnings-per share cal-
culation. excludes stock optionsfand nonvested awards that are
“convertible into 301,650 common shares for the year ended
-December 31 IZODb and excluc_les 22,500 and 22,500 common

(2) Does not include an aggregate cf 589, 219 shares of nonvested awards which will vest over the remaining years through 2011,
(3) hcludes 8 269 262 shares ava|lat le for future grants under the Total System Services, Inc. 2002 Long-Term Incentive Plan.

(‘I) This plan'was adopted by TSYS' Board of Directors on January 10, 1997 to attract a desurable |nd|wdual as dlrector of the Company (whnch mdnwduIJai no
loriger serves as adirector)'and is lmitéd ta one individual option grant to purchase 37,500 shares of TSYS stock at fair market value on the date of grant
with one-third of such options becornmg exercisable one, two and three years, respectively, following the date of grant.- I

shares for the years ended December 31, 2005 and 2004, respec-
- tively, because their inclusion would have been antidilutive.

4

|




NOTE 14 Share-BaEed'Compensation

The foliowing table |Ilustrates the effect on net income and earn-
ings per share for the years ended December 31, 2005 and 2004,
respectively, if the Company had applied the fair value recogm—
- tion provisions' of SFASl NG. 123, to share-based employee com-
pensation granted in the form of TSYS and Synovus stock optiens.

! Years Ended
December 31,

. : o
{in thousands, except per ‘share data)

" 2005 2004
| ' [

Net Income ........1. . FEIIE $194,520 150,558
Add: Share-based employee ’ '

compensatlon expense, net of related

“income tax effects . 1. .. L Lo 741 -
Deduct: Share-based employeel ' '

compensation expense deterrnined

under the fair value based method for

all awards, net of relateduncome tax

effects. .. ........ " . 1 .......... 7,089 5,084
Net income, as adjusted . ... . :.. '. ... $188,172 - 145,474
Earnings per share: b ‘
Basic — as reported . . !. . bl ‘I;‘ S8 099 0.76
Basic —as adjusted ... ... 8 095 0.74
Diluted — as reported . 1. Lo $ 099 0.76

l 1

Diluted —as adjusted . .}. .{. ... .. ... $ 095 0.74

The per share weighted average fair value of TSYS stock options,
granted during 2004 was $17 -92. The fair value for these options

was estimated at the date ofgrant usung the Black-Scholes option-
pricing model with the foilowmg weighted average assumptions

for 2004: risk-free mterest rate of 3.72%; expected volatility of .

86.0%; expected life of 5. 0 years ‘and dividend yield of 0.6%.

" The per share weighted average falr value of Synovus stock
options granted to TSYS employees during 2005 and 2004 was
$7.13and $7.35, respectwely The fair value for these aptions was
estimated at the date of grant using the Black-Scholes option-

~ pricing model with the followmg weighted average assumptions .

for 2005 and 2004, respet':trvely nsk-free interest rates of 4.2%
and 4.5%; expected VO|atl|ItyIOf 22% and 28%; expected life of
8.6 years and 6.6 years; and dlvndend yield of 2.5% and 2.6%.

The increase in share-based cpmpensatlon expense determined |

under the fair value based]‘meihod'for all awards, net of related
income tax effects in 20051) is' the result of the acceleration of
expense related to the retirement of a key executive officer.

b !

[
[

gi
|
o :_
|

i {

- Plans:

A f .
TSYS has various long-term incentive plans undér which the

! General Description of Share-Based Compensatron | 4

Cornpensanon Committee of the Board of Directors has the x

authonty to grant shére based compensation to TSYS employees.

- Long-term performance awards can be granted to TSYS er\'\ploy|

ees under the TSYS Long—Term Incentive Plans asi well as the
Synovus Long -Term Incentwe Plans. l

Vesting for stock optlons granted during 2006 accelerates upon

retirement for plan partuapants who have reached age 62 and
-who also havé no lest than fifteen years of service at the date of
 their election to retire. IFor stock options granted in 2006, share-
-based compensatlonlexpense is fully recognized for plan partic-
ipants upon meeting the retirement eligibility requirements of,
age and service. t '

' Stock o tionslgranted' rior to 2006 generall become exercis-,
p P g y i

"able at the end of a two to three-year period and expire ten years|
from the daté of grant Vestmg for stock options granted prior to
+ 2006 acceleratles upon retirement for plan participants who have, {
reached age 50 and who also have no less than fifteen years of |
service at the date of their election to-retire. Prior to adoption of |
SFAS No. 123R on Jarhdary 1, 2006, share-based compensation !
expense was recognlzed in the pro forma disclosure over the ;

nominal vestlng penod withaut consideration for retirement eli- !

gibility. Foilownng adoptlon of SFAS No. 123R, share-based.com- '
pensation expense is recogmzed in income over the remaining |
nominal vestlng perlod with consideration for retirement

ellglblllty ' 1
' |

The Companyihistoricaily issues new shares or uses treasury {

shares to satisfy share option exercises. On April 20, 2006, TSYS
announced that: its boa‘rd had approved a stock repurchase plan
to purchase up to 2 mllhon shares. The shares will be purchased
from time to time over La two year period and purchases will
depend on various facitors including price, market conditions,
acquisitions and the general financial position of TSYS. Repur-
chased shares will be used for general corporate purposes includ-
ing, but not limited to, |fu|f|ll|ng stack Optlon exercises and the
granting of nonvested shares

Long-Term Ince_ntive{PIans — TSYS '

TSYS 2002 l.on!g Term; lanentwe Plan: TSYS' compensation
program includes fong- term performance awards under the Total
System Services, iInc 2002 Long-Term Incentive Plan (TSYS 2002
Plan}, which is used 10 ‘attract, retain, motivate and reward

employees and non- employee directors who make a sngmflcant
contribution to the Companys long-term success. The TSYS 2002
Plan is administered by|the Compensation Committee of the
Company’s Board of Dlreﬁ:tors and enables the Company to grant
stock options, stock appreciation rights, restricted stock and

N t

|




performance awards 9,355,299-. :hares of common stock are
| resen.red for d|stnbut|on ‘under’ the TSYS 2002 -Plan, Optiens
granted under the TSYS 2002 Plan may be incentive stack options
“or nonquallfled sltock options as de termmed by the Committee at

the tlme of grant .

>
' I
|
[

i centwe 'stock optlons are granterl:i at'a price not less than 100%
.~ of the falr market value, of the .tock on the grant date, and

by the Commlttee Opt|on vesting terms are established by the

flve years o

Irhe explratlon dla\te of opt|ons gra nted: under the TSYS 2002 Plan

l OpthﬂS outstandlng under.-the TSYS 2002 Plan to purchase
313,121 shares of the Companys ‘common stock of WhICh
305 621: ‘were exermsable )
oy e

vZOOC' Long-Term incentive Plan: | [ TSYS malntalns a'2000 Long-
{ Term Incentive PIan (LTI Plan) t¢ attract, ‘retain, motivate and
reward employees who make a >|gn|fncant contribution to the
Com 2any’s long-term success ancll to enable such employees to
acqwre and. maintain an equrty in: erest in the Company: The LTI
Pian is admlmstered by’ the: Cornpensatlon Committee of .the
Comaany s Board of Durectors and enables the Company to grant
'stock. options, stock appreciation rights, restricted stock and
performance aw:'ards ‘3.2.million shares of common stock were
reserved for didtribution under. the. LTI Plan. Options granted
under the LTI Ple.ln may be lncentw:e stock options or nonqualified
" stock’ options as determlned by the Commlttee at the time of

gran‘ 2

t

; Incerttwe stock options are grante'd at a price’not less than 100%
: of the fair market value of the stock on the grant date, and
{ by the Commlttee Opticn vestlnlg terms are established by the
Commlttee at the time of grant and presently range from one to
ﬂve years. The- expnranon date of, optians granted under the LTI
Plan is determlded at-the time of|grant and may not exceed ten
year‘ from the date of the grant! At December 31, 2006, there
were opticns outstandlng unde:ar the" LTI Plan to purchase

‘714 700 shares|of the Companys common stock, all of which
were exercisable.
|

iTher= were no shares available for grant at December 31, 2006
unde or the LTI Plan.

other Share-Based‘lssuances: (TSYS has granted options to
t'purcnase 37,500 shares of the Company’s common stock to
,attract’ a key |Ind|V|duaI to the|Company. At December 31,
2006, options to purchase 37,500 shares with a weighted average

[prlce of $18. 50'were outstandlng and exercisable.

A0 ‘
| nonquahfled optlons are granted at a pricé to be determined

l Commnttee at the t:me of grant and presently range from one to -

is de1erm|ned at the time of grant and ‘may not exceed ten'years
= from the date o‘f the’ grant ‘At Decernber 31, 2006, there:were -

(¥ :
! nonquahfned options are granted at a price to be determined

Share-Based Compensatr’on

TSYS' share—based compensatlon costs are mcluded as expe 1ses

and classified as salaries. and other personnel e>‘<penses TSYS
* does not include ambunts associated with share-based compen-
sation as costs capitalized as software developmedt and congract
acquisition costs. For the year ended December 31, 2006, share-
based compensation was $9.2 million, compared to $1.1 m|lll|on
for the same period in 2005. Included in the $9.2 ml||I0n amount
for 2006 js approximately $6.7 ‘million related to expensmg the fair

value of stock options.. :

Nonvested Awards; During. 2006, the Company, issued
. 425,925 shares of TSYS ¢ommon stock with a market value of
$9.6" million to “certain key executive officers, 1-members -of
management and non- management members of.its board of
directors under nonvested stock bonus awards for sewlcds to
be*provided by such offlcers and ditectors in the future. ]The- .
market value of the ‘common stock at the dateiof issuance is
“amortized as compensatmn expense over the vestlng penod of

the awards. - e '1 ;

L. .

| Dunng 2005, the Cornpany issued 100, 815 shares of TSYS com-

mon stock with a market value of $2.3 million o certain key
executive officers and non- management members of its board

1
+ of directors under nonvested stock bonus awards for services to

be provided by such oﬁncers and directors in the future




A summary of the status of TSYS' nonvested shares as of December 31, 2006 and 2005 lrespec

are presented below:

i

2

i

b

}

ively, and the changes during the periods

|
in

2006

!
|
i
\
?

;
l
|

r
L l | ' o 2005
{‘ ‘| : Weighted " Weighted
i b . Average . Average i
Nonvested shares i | | ‘ i Grant-Date Gra_nt-Date
(in thousands, except per share ata) ' i Slilaires Fair Value Shares rFarr Value
. I
Outstanding at beginning of!year! ...................... e e 100 '$23.11 - ' —
Granted . ... ....... bl PP ;. 426 22.60 101 23.11
Vested ............. S e L. (13) 23.08 - =
Forfeited/canceled . . . . : . .E’. AU T e LA ’— : — — —
g P _ _ . — -
Outstanding at end of year ; e ‘ e .. 514 1522.69 101 F$23.11

I
1

‘ i
A N S — b
! ' - - o : 1 l I :
As of December a1, 2006] there was approxrmately $9.5 million of total unrecognlzed compen‘satlon bost related to nonvested share-
based compensatron arrangements That cost is expected to be recognized over a relrnainung welghted average period of 2.6 years.

" During 2005, TSYS authonzed a tjata1 grant of 126,087 shares of nonvested stock to‘ wo kelylexecutlves with a performance-vesting
schedule (performance- vestmg shalres) These performance-vesting shares have seven olne year performance periods (2005-2011) during
which the Compensation Commlt‘tee establishes an earnings per share goal. Each year's award is 20% of the total authorized shares.
Compensation expense for each years award is measured on the grant date based on the quoted market price of TSYS common stock and
is expensed on a strarght~||ne basrls for the year. : ' I

A summary of the status of TSYS' performance -based nonvested shares as of December 31, 2006 and 2005, respectrvely, and changes

* during those perlods are presented below: . . : Ol :
o ‘ - ' - o i 2006 2005
i ' P ! Weighted Weighted
Performance-based I , | Average Average
* Nonvested shares ' . E Grant-Date Grant-Date
fin thousands, except per share data) ! ' Shares Fair Value  Shares .Fa'r Value
Qutstanding at beginning of.year . . 525 $524.93 — s —
 Granted ... ... ...l e e PN [ 25 "20.00 25, 2493
Vested ............./ ! A e t.. (25) 24.93 - =
Forfeited/canceled . .-. . i i P A 1= L= - - —
[ il . i ' H ————
Outstanding at end of year & ... . L e .. 25 $20.00 25 $24.93

een 2007 and 2011

+

1
|

e i —




except per share data)
Cptions: - * - : SN

-

--Stlod_( Option-Awards ' - : S : ;

" A summary of TSYS' stock option activity as of December 31, 2006, 2005 and 2004, and changes during the years ended on th:ose datesis - -

presented below: ‘ ;

i , 2006 2005 2004 |
' Weighted Weighted | Weighted
(in thousands, -+ < * . Average - . Average | Average

Options  Exercise Price .Options  Exercise Price  Options  Exercise Price ,

i : '
. - T |

Outstandlng at- t?eglnnlng of year. . ... R 1,382 $15.19 1,586 = $15.14 1,672 " $15.05
Grantéd . .. . .. Lo [P — - — - -7 288
Exercised . ... |5 ...... PR e (305) 13.84 200) 1470 {85) - 13.98
Forfelted/canceled ..... e IR 19.64 C(3)7 . 2010 | - . 2001
Outstandlng at end of year ©.oote. .o 1,066 $15.53 " 1,382. - $15.19 - 1,586 1 $15.14
Optlcns exercmable atyearrend. .. ... L oLl 1,058 ’ <$15.46 - - 1,359 ° $14.98 1,196 .. $13.42
Weug ted average fair value of optlons granted .
-( "during the yea{r .......................... _ - $ - — o $17.92
The following tabl? summarizes infojmation about TSYS' stock options outstanding and exercisable at December 31, 2006:
[} ' . - 1l '
i Qutstanding . . : } Exercisable o
(in thousands, |. S - ' S . . -
pxcepr pper share data) - . Number Exercisable -
Number Qutstanding L * at December 31, ’
" at December 31, 2006 .. - Exercise Price . .- 2006 . ) Exercise Price
b s o Tsizr T 21 - 31347
I 13 17.80 N 13 ;1780
\ 38 - 18.50 38 . : , 1850
) 277 T 2010 . 277 . . _ . 20110
. 8 ' 2581 - I — -
N §
5 . . 2808 , 5 ., 28.08
' 10 . 29.18 10 29.18-
L 1,066 _ : $15.53 1,058 { $15.46 | ~
P T = =]
: | . i ] |
l T : "~ 7 Qutstanding ! Exercisable
e M . . . . . . by 1
A\.Iferage remaining contractual life (in years) . ............... RN VR EREE R R L 22 l ,2.2
. ' ) o - [ : -
Aggregate intrinsil: value (in thousands) . . ... .. .. . e e $11,569 f - $11,562

Durmg the year ended Decernber 31| 2006 there were 305 000 TSYS stock options exerosed that had: an intrinsic value of approxmately
$2 8 m llion, The stock options exercised during 2006 were fully vested before January 1, 2006: During. the years ended December 31 ;

”005 and 2004, there were 201,200 (Imd 85,300 TSYS stock options exercused that had'an intrinsic value'of approximately $1 9 million and .

SO 9 million, respectwely For awards granted before January 1, 2006 that were not fully vested on January 1, 2006, the Company W|II'
‘record the tax ben'eﬂts from the exercise of stock options as increases to the " Additional paid-in capital” line item of the Consohdated_
Be:lance Sheets. If 'lche Company doe: recognlze tax benefits, the Company will record these tax benefits from share-based | com pensatlon
costs'as cash mflows in the financing section in the Statement of Cash Flows. The Company Has elected to use the short- cut method to
(a1cu1ate its h|stor1cal pool of wmd,all tax benefits, ‘and as a result, wili not record any benefits received from previous ¢ stock option
EXEI‘CISES in the operating section i the Statement of Cash Flows. .
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As of December 31, 2006,I ther]e was approximately $41,100 of total unrecognlzed compensation expense cost related to TSYS stock

options that is expected 10 be recogmzed over a remaining wenghtJed average penod of 0.9 year. l l
| . s : . ' H
) ] 1 }

l’
. H i . . ; ) ,
Long-Term lncentwe Plans — Synovus ; { l . | \
t * ' : .
[l l . 'y N i
| . N
Synovus has various stack optlon plans under which the Compensatlon Commlttee ofthe Synovus Board of Directors has author:ty togrant -
+, stock options, stock appreaatuon rights, restricted stock. and performance awards to keyI Synovus employees, mcludmg key TSYS
employees. The general terms of the existing stock option plans include “vesting penods rangmg from two to three years and exercsse
periods ranging from five to teni years. Such stock options are granted at exercise prices which' equal the fair market value of a share of
common stock on the grant date. . ' i : ' . l |

e R

I

During 2006, Synovus granted stock opt|ons to key TSYS executive of'ﬁcI:ers The fair value of the optlon grant was $6. 57 and was eshmated
on the date of grant usmg the Blaé:k Scholes-Merton option-pricing model with the fo||0w1lng we|ghfted average assumpt|ons risk-freé |
interest rate of 4.48%; expected volatlhty of 25.1%; expected life of 6.0 years; and dl\lndend y|eld of 2.80%. The expected In‘e of 6.0 yearls ‘
was determlned usmg thE| sumpllfled" method, as prescribed by the SEC’s Staff Accountmg Bulletin No. 107. , l

|

’ |
-l . : l t i
_ A summary of the opt|on arr:twny related to option grants on Synovus'c common stock to TSYS employees as of December 31 2006 2005
' and 2004, and changes dtﬁrmg The years ended on those dates is presented below: i ! }
' . « P ' . ! l
C 2006 - ; l2005 2004 T
ol i 0
l o : Weighted ! Weighted Welghted :
: : ' Average o Average 7 - |Av r
d b9 . serag erage erage
(in thousands, except per ;lhare ida’taj ) : . Options  Exercise Price  Options Exercise Price  Options Erermse Price
T ) : i i ' i ) ' . .
Options: - B r ' . I _ . . S '
. Qutstanding at begmnlng ofyear.....:.... 6,451 $25.79 . 46,330 . $24.89 6,063 $2397 .
Granted ... ... ... e .:.‘ ........ ... 305 . 27.67 |697 28.71 710 7, 2600 |
Exercised . ........J..%.... .‘ ........... (645 | 2034 " (534) 19.11 #817) 1 13.68 |
Net Synovus/ TSYS ernployeeI transfers in and i 7 o P ) . l i
Cout.e ] l‘ B (3) 21.90 S 2128 -4 ;1935
Forfeited/canceled .| i’ NN A . (63) 24.45 . ' a3 23.33 (40 ; 20.94
| X . N 1
Qutstanding at end of year ... S -6,045 $26.48 6,451 $25.79 6,330 i $24.89 |
' Options exercisable at ytl-:-ar-end ........... 2,594 °  $23.80 oo $22.02 2603 | $21.41 |
P - _ 1
t We:ghted average fair value of options ; | - | : ;o P |
granted during thelyear . 11" ... ... " $'6.57 ; §713 7 | $ 735 |
) N T _ | = P
o - - , [
L | | i. | | '
The following table sun‘im?nzes mformaﬂon about Synovus’ stock opﬂons outstanding and]exercisable at December 31, 2006: l
¢ : ; 1 + . . !
' - . X : v Outstandlng I B Exercisable |
! : .
. : o] S " Number! : | i Number : ’
' : . . | Outstanding at Welghted . Exercisable at |Weighted
{in thousands, except per share data) ! . . December 31 i Average ‘ December 31, i Average
Range of Exercise Prices| || || ‘: - L. ' 2006 1 ¢t Exerc1se Price 2006 Exercise Price
N . , - i
$ 1.75-%$18.06 tl]:' ................. :l. © - 228 l| . $|17‘.82 o228 ‘ $17.82
18.38-2254 . b bbb Codad ez Hes 712 1952
22.88- 26.15 |'|l ................... Lt eee L 2s00 551 | 2410
2644- 3084 ... 4 0l L 4118 28's2 1,103 | 27.66
i —_— ‘ S |
l' o ... sp0a5 | 526148 | 2,594 : $23.80 |
. “ 7 ! = | Tk




Exercisable v

T Outstanding
' ]
3.8

Average remaining contractual life {inyears) .. ....... ... ... ... [ e 5.0

‘ -~
Aggregate intrinsicl: value {inthousands) . ... ... ... e Gl e $32,342 $20,833‘> .

(l ' ,.‘i 1 l

The tot sl intrinsic value of Synovus optlons exercised durlng 2006 was $5.1 million. The total intrinsic value of Synovus optlons exercused
' clurmg 2005 and 2004 was $4.9 million and $5.0 million, respectively. As ‘of December 31, 2006, there was $8.6 m||||on of totai
unrecognized compensanon expens: cost related to Synovus stock options that is expected to be recogmzed over a remaining welghted
cverago perlod of[1.3 years . ' ) ;

3 ‘NOTE 15, Treasury Stock

'Ihe fo| owing table summarizes sha.es held as treasury stock and their related carrying value: . ) ]

o . Number of '
bel : o . Te . v ' ' Treasury * |, Treasury,
(.ln}thOU sands) . o ) ) . Shares : Shares‘,C?st X
December 31, 2006. ... P 1,764 ' $35,233
December 31 2005 e e e e 692 12, 841

: December31 2004 ............. .. T 738 - 13, 573

‘S{tock Repurchase Plan ' ) ' C
On April 20, 2006, TSYS announcez:i that its board had approved a'stock repurchase plan to purchase up to 2 million shares, Wthh
represents sllghtlyi more than five percent of the shares of TSYS stock held by shareholders other than Synovus The shares may be

purchased from tlrpe to time over a two year period and will depend on various factors including price, market conditions, acquisitions and
*he general financial position of TSYS. Repurchased shares will be used for general corporate purposes.

Durmg 2006, TSYS purchased- appr:xlmately 1.1 million shares of TSYS common stock through privately negotiated and open market
transactions for an aggregate purchase price of $22.9 miillion, or an average per share price of $20.76. The Company has approxlmate|y
898,00 shares remaining that could be repurchased under the stock repurchase plan. ‘ ] i

In Apnl 2003, the Company announced a plan to purchase up.to 2.0 million shares of its common stock from time to time and at various
prices over the en?umg two years. Cver the course of the plan, the Company repurchased 577,491 shares of its common stock ata cost of
£11.0 million or an average cost 0fJ$‘I9 07 per share. The plan expired on April 15, 2005.

The following table sets forth information regardmg the Company’s purchases of its common stock on a monthly basis during the three
months ended December n, 2006

o ‘ ‘ oS T Maximum!
L - ST cro . Number of
a . . ) Total Number of. Shares That
' S P i Shares Purchased™ ° 'May Yet Be
e . " B Total Number . " _as Part of Publicly 1 Purchased
. | of Shares Average Price = Announced Plans  Under the Plans
in thousands except per share data) Purchased Paid per Share or Programs or Programs _
October 2006. . 1. ..o o 10 s2414 . 1o, 929}
Noveraber 2006 | . .. .. ............. T 31 25.46 1,102 898 |
D_ecer.yberEOOéJ.............._...'.......: ......... - — o, 1002 - 898
"otal. . ... .. | ................. 41 $25.14 ' '

.
| During 2006, 200’5 and 2004, emplrlayees of the Company exercised options for 30, 000, 46,200 and 2,500 shares of TSYS common stolck,
respectively, that were issued frorr|1 treasury shares. During 2006, 2005 and 2004, employees of the Company exercised options|for
|275 000, 155,000 and 82,800 shares, respectively, of TSYS common stock that were newly issued shares. .

|<.
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NOTE 16 Other Cdmprehensive Income (Loss) -

i }
[ ' :
In June 1997, the FASB released SFASNo. 130. SFASNo. 1 30 establlshed certain standards for reporting and presenting comprehenswe
income in the general- purpose funanoal statements. The purpose of SFAS No. 130 was to Ireport all items that met the definition of
“comprehensive income” |n a promnnent financial statement for the same period in which they were recognized. In accordance with the
definition provided by Statement of Financial Accounting Concepts No 6, comprehenswe income includes all changes in owners’ eqmty
that resulted from transactltons of the business entity with nonowners. | i '
' ll H : T ! ’ l ' '
Comprehensive i income is the sum of net income and other items that must bypass the i income statement because they have not been
realized, including items such as an unrealized holding gain or loss from available for sale securmes and forelgn currency translation garns
or losses. These items are not part of net income, yet are important enough to be ln?luded in comprehenswe income, giving the user a
more comprehensive plcture of the organization as a whole. Itefns included in comprehenswe]mcome but not net income, are reported
under the accumulated other comprehenswe income section of shareholders’ equity.

1

In September 2006, thelFASB issued Statement of Financial Accounting Standards No. 158 (SFAS No. 158}, “Employers’ Accounting for
Defined Benefit Pension dnd Other Postretirement Plans.” SFAS No. 158 requlrles an employer to recognize the overfunded or,
underfunded status of aldefmed benefit postretirement plan as an asset or liability in|its statement of financial position and to recognize
changes in the funded status in the ‘year in which the changes occur through comprehensive;income. SFAS No. 158 is effective for fiscal
periads ending after December .15 2006. - l 'I : - ‘
Comprehensive | income (Ios'.s) forlTSYS consists of net income, cumulative foreign currency tranlslatron adjustments and the recognltlon of
an overfunded or underfunded status of a defined benefit postretirement plan recorded as'a component of shareholders' ‘equity. The,
income tax effects allocated to and the cumulative balance of each component of acchulatediother comprehensive income (Ioss) are as’

follows: ’ l : ' - : '
i C : ! ) 1 L

Pl

L ' Beglnmng Pretax Net-of-Tax ' Ending °

{in thousands) 1 X 1 Balance : amount Tax effect Amount ‘ Balance : _
December 31,2003 .. b2 .. 0 L. $1053 11558 4,297 7,261 ° $ 8314,
] | T T :

Foreign currency translatlon adJustments ................ e $ 8314 10,967 3,908 ° 7,059 $15373
December 31,2004 .. 1. ... ... $8314 1097 3908 7,059 . $15373
. 1o . . ! ] R |

‘ Cooa o ‘ v | ! : .
Foreign currency translatlon adju'_s_tments ................ L .‘. Lo 315,373 (15,619) '(5,331) (9,688) | % 5,685:
December 31,2005 .. ). I . .. S e ..., $15373  (15019)  (5331) (9.688) § 5,685
S : . :

| . ' t . . )

Foreign currency translatnon adjustments .............. Lo .. $5685 20,586 4,701 15,885 | $21,570.
Underfunded defined benef‘ it postretlrement plan ... .. .. P -—l- (1!465) {536} (929) (‘?29)i
December 3, 2006 ..... l;. R R R PRI $ 5.685 19!1I21 4,165 14,956 $20,641

X _ : i 11 i l
T . i

In July 2006, TSYS restructured |ts European branch operation into a new statutory structure that facilitates contunued expansion in the |
European region. As a result TSYS' UK branch structure was terminated with some of the former UK branch assets and workforce being |
contributed into the new European statutory structure. Consistent with its overall strategy of pursuing intermnational |nvestment oppor- |
tunities, TSYS adopted th:e permanent reinvestment exception under Accounting Prlnc:ples Board Opinion No. 23 (APB 23) ”Accountrng t
for Income Taxes — Spec:al f’-\reas, with respect to future earnings of certain foreign sub5|d|ar|es Its decision to permanently reinvest §
foreign earnings offshoré means T$YS$ will no longer allocate taxes to foreign currency translahon adjustments associated with these |

foreign subsidiaries accuhtulated in other comprehensive income. This treatment is reflected beglnnlng with the third quarter of 2006.
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NOTE 17 Commitments and Contingencies

LEASE 'COMMITMIENTS: TSYS is (')biigated under noncancel-
able opsérating leases for camputer ¢quipment and facilities.

— e

T ¢ ' .

* The future minimum lease payments under noncancelable oper-
- ating leases with remalnlng terms greater than one year for the
next five: years and thereafter and in 1he aggregate as of Decem-
ber 31, 2006, are a!s Jollows:

]
{in thousands) " ’

2007, ;o $ 96,510
2008.......... ! ......... 54,494
2009....... ... R EETTERTERTRPTRRY 35,617
2000, ... ...... S 14,570
2000, AP S 8,625
Thereafter ......................... . 6,434
Tota| future minimum lease paymenis 'L ..t ... . $216,250

ThE‘e majority of co!mputer equipmerit lease commitments come
_with a r2newal option or an option to terminate the lease. These
' Iea_rse commitments may be replacedwith new leases which allows
the Company to lc:c:wntinually update its computer equipment.
Total rental expense under all ope rating+leases in 2006, 2005
and 2004 was $121.9 m|II|on $107:2 million and $97.1 million,
raspectwely

(.ONTF!ACTUAL COMMITMENTS In the normal course of its
business, the Company maintains lorig-term processing contracts
+ with its clients. These processing contracts contain commitments,
mcludsng, but not fimited to, mummu,m standards and time frames
agannst which the‘Companys performance is measured. In the
event the Company does not meet jts contractual commitments
wnth ite clients, the Company mayl incur penalties and certain
(Ilents ,may have the right to termmate their contracts with the
Compeny. The Cof‘npany does not Eelieve that it will fail to meet
its contractual commltments 1 an extent that will result in a
material adverse effect on its financial posmon results of opera-
tlons or cash flows.

-

. i N
-ONTINGENCIES The CompanyE is subject to Iawswts claims

.md otrer complamts arising out oj the ordinary conduct of its
busme 5s. In the opinion of managernent, based in part upon the
.adwce of legal codnsel all matters alre believed to be adequately
€0 -overed by |n5urance orif not covercl*d are believed to be without
merit cr are of such kind or involve ,uch amounts that would not
have a material- adverse effect on th financial position, results of
pperat ons or cash flows of the Company if disposed of unfavor-
ably The Company establishes reserves for expected future lti-
gatlon exposures t that TSYS determines to be both probable and
reasonably estlmable

! : t

!
i
[

GUARANTEES AND INDEMNIFICATIONS: The Company has
entered into processing and licensing agreements with its chents
that include intellectual property indemnification clauses. Und?r
these clauses, the Company generally agrees to |n'demn|fy its
clients, subject to certain exceptions, against legal|claims that
TSYS' services or systems infringe on certain third party patents,
copyrights or other proprietary rights. In the event of such a clairrl1
the Company is generally obligated to hold the client harmless
and pay for related losses, liabilities, costs and expenses, includh-
ing, without limitation, court costs and reasonable attorney’s fees.
The Company has not made any indemnification payments pur-
suant to these indemnification clauses. o
ot
The Company has not recorded a liability for guarantees or
indemnities in the accompanying consolidated balance sheét
since the maximum amount of potential future payments under
such guarantees and indemnities is not determlnable

!

NOTE 18

Income Taxes
. 1

The provision for income taxes includes inconie taxes currently
payable and those deferred because of temporary. differences -
between the financial statement carrying amounts and tax bases

of assets and liabilities. !

The components of income tax expense included in the consol-
idated statements of income were as follows:

Years Ended December 31, |

fin thousands) 2006 2005: . 2004
Current income tax expense

{benefit): . .

Federal . .............. $137,103 139,116 48'0129

State. ... . e 3,669 (8@0) (3,9]57)

‘Foreign. . ............. 3,682 4,687 1,447
To.tal current income tax

eXpense .. ............ 144,454 142,943 455)9
Deferred income tax expense ' . .

{benefit): .

Federal . .«............. {(17,578) (35,738) 29,0'28

State. .. ... .. - (418) (1,792) 8?3

Foreign... ... ... ...... ' (276) (2,127) 1,790
Total deferred income tax : . . ‘

expense .............. {18,272) (39,657) ' 31,691 .
Total income tax expense ... $126,182 103,286 77,2|‘IO

|

Income tax expense differed from the amounts computed by
applying the statutory U.S. federal income tax rate of 35%|to




| |
income before mcome trﬂxes minority interest and equity in

income of equity investments as alresult of the following:

|| ' Years Ended December 31,;

'

{in thousands) . ll j 2006 ; 2005 200‘.1
Computed "expected” 'income l
tax expense . . ... . .].. ...} $130,149 102,175 71,502
Increase {decrease) in mcome taxj
expense résulting-from: ll g
Minority interésts in income of | :
consolidated subsudlane's ‘ j {
and equity in income of | )
equity investments'|. . ...+ 1,222 2058 8217
State income tax expense ; l . ’
(benefit), net of federall vl
income tax effect. .. .. .. 2,112 (1,724)  {2,009)
Increase in valuation |~ 1 l _ i
allowance . . . .. N - ..t 1,840 388 438
Tax credits . .. ... . .| . Lo (5.335)  {4,532) (1,172
Permanent differences and | __— E
other, net . .....:| .1 l Lob 1 (3,806) . 4921 1229
-Total income tax expense . l... ] $126,182 103,286 77,210
Effective tax rate . .- . .b . | Lot 33.8%  34.9%  34.2%

i i

| i ‘ B
[

Temporary d|fferences bety’veen the financial statement carrying

amounts and tax bases' of| assets and liabilities that give rise to

significant portions. of. thelnet deferred tax liability at Decem-

ber 31, 2006 and 2005 [relc?te to| the following:

' f
H

At December 31,

. taxable income and
- assessment. I : .| . 1

o
. o
| I

|

!
2006, l’SYS had recognized ldeferred tax

o
As of December 311

. 1 1 1
1 assets from net operatung loss and federal and state income tax

credit carryfolrwa rds of $15.4 million and $2.6 million, respectwely

- As of December 31, 2005, TSYS had net operating loss and
" federal and|state income tax credit carryforwards of $20 5 mrllror{t

and $3.3 million, reslpc:ectlvely' The credits will begm to expire in
- the year 2010 The net operatlng losses will expire, lin the years

201 through 2019l In asse:‘ssmg the realizability fof deferrecll
“income tax assets management considers whether it is mare

likely than nqt that some portion or all of the deferred |ncome
tax assets will not be realrzed The ultimate realization ofdeferred

t
" income tax.assets is dependent upon the generat|on of future

taxable income dunng the periods in which those temporar)lr
differences becomel deductlble Management considers the -
| scheduled reversal of deferred tax liabilities, pro;ected future
tax plannrng strategies in rnakmg thls

| At December 31, 2006 and 2005, based upon the Ievel of histor;
lical taxable income and projections for future taxable i |ncome over

. the periods in which the deferred income tax assets'are deduct-

]
.ible, management belneves it is more likely than not that TSYS will

" realize the beneﬂts oflthese deductible differences, net of exrstlng

valuation aIIowances The valuation allowance for deferred tax
assetswas $4.1 million and $2.2 million at December31 2006 and
12005, respectively. Thla increase in the valuation aIIowance forl
deferred mcolme tax assets was $1.9 million for the year ended
December 31 2006. The increase relates to state and forelgn
“losses recognlzed in 2006, whlch more likely than not will not be
" realized in Iater yearsI . . l

The Company reahzesl substantial credits against stlate income
1 taxes. The Company fs able to'recognize benefits in excess of its -
“'state income tax obllgatlons by transferring these credits to affil-
' |ated companles in exchange for cash payments. !

! NOTE 19 Employee Benefit Plans i

"The Company provrdes benefrts to its employees by offering
-employees partlupatron in certain defined contrlbunon plansl
i-These employee beneﬂt plans are described as follows: [

|
¥
r
i
i
1

1

“MONEY PURCHASE PLAN The Company's employees are
. eligible to participate in the Synovus Financial Corp./Total System
" Services, Inc. l(Synovus/TSYS) 'Money Purchase Pension Plan, a
defined contnputlon pensmn plan. The terms of the plan provide
for the Company to make annual contributions to the plan equal
to 7% of participant compensatlon as defined. The Companys
contributions to the plan c¢harged to expense for the years ended
December 31 are as follows v o

- (in thousands) : ; 1 E 2006 2005
Deferred income tax assets: !
Net operating loss and income tax :
credit carryforwards. .l]. R $ 9,167 10,565
Allowances for doubtful accounts and !
biling adjustments]. ... 1. 7,644 8,618
Deferred revenue . . ! .| Lot 9,259 1,234
Other, net SRERRERS % .. l ...... 21,310 11,974
Total deferred income tax assets . ... " a7,380 32,391
Less valuation allowance'for deferred
income tax assets 1. M. . .. S (4,081) (2,241)
Net deferred income tax alssets.l ...... 43,299 30,150
Deferred income tax llab|||t|es ' .
Excess tax over financial' statement )
depreciation . ... 3.4 00 (35,044) (51,219}
Computer software development ' ¢
costs. .. ........t.. L D (46,686) (37,160}
»Purchase accounting ad;ustments (3.192) (4,122}
Foreign currency translation. .. ... . . . (4,333) (3.424)
Other, net . -..... .. e L 050D (8439
_Total deferred income tax ||ab|||t|es .. (96,762) (104,364)
Net deferred income tax«habllltles $(53,463) (74,214)
Total net deferred tax assets (llabllltles) :
Current ......... ... .- '. ... $21,556 15,264
Noncurrent, ., .. ... .. ; e e (75,019) (89,478)
Net deferred income tax llabll:tyj. t... $(53,463) (74,214)

' (m thousands),

| $19,156
12005 ... ... L) [ e 17,322
(2004 ... ... U o 14,181




|
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)1 PROFIT SHARING| PLAN: The Coimpany’s employees are eli-
‘ glble to participate in the Synovus/T55YS Profit Shating-Plan. The

; Companys contributions to the plan are contingent upon
L ac hievement of certain financial goa|= The terms of the plan limit
;- the Company’s contribution to 7% of participant compensation,
[ as defined, not to. exceed the maxlmum allowable deduction
under Internal Revenue Service guéd-alines The Company's con-
tributions to the plan charged to expense for the years ended
) December 31 are als follows:

y fin thou_s.mds) !

2006 ...l e $19,038
2005 .. ... S 17.804
2008 ... ... ... L 13,869

401(K) PLAN: Th|e Company's employees are eligible to par-
tic npate in the Syndvus/TSYS 401(k) Plan. The terms of the plan
allow employees to contribute eligiblz pretax compensation with
a discretionary com'pany contribution up to'a maximum of 7% of
P arficipant compensation, as defined! based upon the Company's
aitalnme‘nt of certdin financial goals The Company's contribu-
tions to the plan |charged to expense for the years ended
December 31 are as follows:

(in thousands)

2005. . e 15,190
2004, —

STOCK PURCHASIIE PLAN: The Company maintains stock pur-
chase pians for emlployees and direc-tors whereby TSYS makes
+ contributions equal to one-half of en ployee and director volun-
tary cor tributions. ‘The funds are u[ ed to purchase presently
issued and outstandrng shares of T':YS cdmmon stock for the
beneflt of parhcrpants The Companys contributions to these
_ plans charged to expense for the years ended December 3

“are as follows:

' (in tlhousemds) |

2006 . ... ... ... e $5,209
2005 . ......... e e 4,836
2004 ... ... ... Lo 4,047

POSTRETIREMENT MEDICAL BENEFITS PLAN: T5YS pro-
vides certain medical benefits to quallfled retirees through a
postretirement me'dlcal benefits plclrn, which ‘is immaterial to
the; Company's consolidated financial statements. The measure-
ment of the benefit - expense and acc!. rual of benefit costs associ-
ated with the plan- d|0 not reflect the effects of the 2003 Medicare
Ac t Additionally, tne benefit expensz and accrued benefit cost
a=soc:atr=d with the plan, as well as any potential impact of the
effects of the 2003 Medicare Act, lare not significant to the
Companys conso||d|ated financial statements.

2006 ... b e $ 5,373

NOTE 20 Segment Reporting, including.Geo-
graphic Area Data and Major'
_ Customers‘

In June 1997, the FASB issued Sitatement of Financial Accounting
Standards No: 131 (SFAS No. 131), “Disclosures aboult Segments
of an'Enterprise and Related Information.” SFAS No. 131 estab-
lishes standards for the way public business enterpnses are to
report information about operating segments in annual fmancral
statements and requires those enterprises to report selected
financial information about operating segments in interim finan-
cial reports issued to shareholders. It also establishes standards
for related disclosures about products and services, geographlc

area data and major customers.

On November 16, 2006, TSYS acquired 55% of TSYS Managed
Services to delivera comprehensive range of managed services to
financial institutions across Europe, the Middle East'and ‘Africa.
Refer to Note 22 for more information on TSYS Managed Services.
Since the acquisition, TSYS has included the financial results of

TSYS Managed Services in the |nternattona| based suppor‘c ser-

vices segment.

On July 11, 2006, TSYS acquired TSYS Card Tech, increasing
TSYS' card issuing and merchant acquiring capabrlmes and
extending TSYS' geographic reach to Asia Pacific, Europe, the
Middle East and Africa. Since the acquisition, TSYS,has mcluded
the financial results of TSYS Card Tech in the international- based
support services segment.

In April 2006, TSYS renamed Vital Processing Services, LL.C. as .

TSYS Acquiring. Effective January 1, 2006, Golden Retriever
became a wholly owned subsidiary of ESC. Also effective Jand~
ary 1, 2006, Merlin became a wholly owned subsidiary of TSYS
Both entities were previously wholly owned submdnanes of TSYS
Acquiring and were reported under the merchant acqumng set-
vices segment. Effective January 1, 2006, the f|nancral results df

the two entities are included in the domestic-based Support '

services segment. The results for previous periods have been

reclassified 1o reflect these changes. .
I

On March 1, 2005, TSYS acquired the remaining 50% of TSYS
Acquiring from Visa. Refer to Note 22 for more information about
the acquisition of TSYS Acquiring. As a result of the facquisitiori,
the Company revised its segment information to reflect the mfog-
mation that the chief operating decision maker (CODM) uses to
make resource allocations and strategic decisions, The CODM at
TSYS consists of the chairman of the board and chlef executive

officer, the president and the three senior executivelvice preSI-‘

dents. The revision included adding a new segment, merchant
acquiring services, to include the information regardlng TSYIS
Acquiring. For periods prior to the acquisition, TSYS has reclas-

sified the Company's share of the equity in income of TSYS'
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.1 Acquiring thatwas included in the domestic-based support ser- ' International- |based sl,upport services: lnclude electronic payment
‘ vices segment. 4] - [! q L t ' ' processing ser\nces and other services from outsrde the United
o b o ‘ | States. International- Ibased suppor‘t services include (the financial

li [
Through onine accour}tmg and electranic payment processmg results of GP| Net TSYS Japan Co., Ltd TSYS Ser\rlcos de Trans-
systems, TSYS provrdes electronic! {payment processing services g
and other related services to card -issuing institutionsin the Umted ’- acoes Eletronicas Ltd|a TOtaI SyStem Services HOldmg Europe L
o 4 i3 and its subs1d|ar|es and T5Y8 fore|gn branch offices and divisions.
!

!
State internationally.iThe’ dome ic-based su i :
s and te atio y|1 stic pport se ces TSYS' share' of the eqwty earnings of its equuty mvestments TSYS

include electronlc payment processmg serwces and other semces X 1 |

Rl ! de México'! and CUP Data are included in rnternatlonal based
. prowded from w1th|n the Unlted£States The domestic- based ' )

i "1 support sewlces because TSYS de México’s and{CUP Datas_
support services segment. |nc|udes the financial results of TSYS

| |
I ‘i operations and clrent bages are located out5|de the Un|ted States

: excluding |t5 forelgn branch oﬁlces and divisions, and tncludlng i P i
i

.
1
1

L the following subsidiaries’ Columbus Depot Equipment_ Com- The Company believes the terms and condltlons oﬂtransactlons
" pany, Columbus Produf:trdns Idc [TSYS Canada Inc., TSYS Tota| between the segments are comparable to those whrch could haveé
R Debt Management, Inc: ﬂroCard fInc TSYS Technology Centér,’ : been obtamed in tranIsactlons with tinaffiliated parties.

Inc., TSYS Prepaid, Inc., Merlin and ESC and its wholly owned i :

subsidiary, Golden Retrrever !

2 i. L R i _ | i

1

r
|
i
i . | L :
Operating Segments . E ) . Support Services Support Senm:es . Acquiring Services Consolidated
. i :
i

‘ {in thousands) - NS i| Domastlc-Based lnternatlonal Based ; Merchant
i
+ T !
S 2006 . - a4 s LY B { ‘ - P T
- ‘Revenues before rein bursables .................... .1 $1,057,257 t ;158 603 ’ 237,786 $1,453,651
; Intersegiment revenues. i ; .';. ] 1 B R, : (18,130) o (956) ' 1 {132) - T (19.218)
' Revenues before relmbursablesfo m external customers . ... $1.039,127 .| ‘157.652 " . i+ 237,654 $1,434,433;
. . o _— —_— Y " ) e i T
C. v L Totalrevenues. .. L HL 0 E ................... : $1,349,797 , 183,425 | 282108 | $1,815,330Ir
I Intersegment revenu?s . } P T ] (27,071} ' : (956) ; © (132 L (28,159
: Revenues from external fustomersﬁ ................... | $1,322,726 | 182469 281,976 | $1,787,171}
. I P ° e f - R
: Depreciation and amortization| . /... ... . . § 137,093 20489 | ' 27,312 $ 184,894
1 prm— N pr— N _ ='
; Intersegment expenses. | .. :L. b ''$ 22476 : (18,784)! | (31,791) 1% (28,099
‘ Segment operating income . } A ' § 280,041 | 19891 1. s7.450 ‘s 357,082
| : mm—— — —— ES——
Inceme tgefore income taxes, mmonty mterest and equity | . I | § . '
' - income of equity investments. | . CL L - $ 295303 _16,958 | . _59.593 $ 371,854
, * Income tax expenge. S S [ [ L. 8 97,497 T : 5.8'1'8_i P 22,867 e 3 126.182'
‘ Equity in income of ‘equity investments. ... ... ..., r$ L — ! 4,243 i ‘ - $ . 4243
L) .t i - ‘H-= o ; . m ='
: - Netincome' ... ... . “ R t ................... $ 198,694 ; ! 13,743 i 36,726 $. 249,163
. Identifiable assets . [ i 1 L. 51,517,299 P| 308713 210,117 $2,036,129
. Ingersegient eliminations . . Ao ... i 1 (400,957) > (894, | @ {401,888)
. Totalassets: .. ... o S A D e I $1,116,342 1 307819 210,080 |‘$1,634,241'j
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- (in thousands) Domestic-Based  International-Based ‘Merchant . -
()Perat|ng Segment Support Services Support Services Acquiring Services  Consolidated
l, 2005 |
" _ Revenues before reimbursables . . .. .. ... ... ... ... ... $ 959,845 123,865 220,038 $1,303,749
)7 ¢ Inte rsegment relvenues ........................... {13,809 — {150} . (13,959)
Revenues before reimbursables frorh external customers . . . . $ 946,037 123,865 219,888 "'$1,289,790
. [} - -
TJotal revenues . . .. . e $1,220,199 146,982 258,082 $1,625,263
INtETSEGMENE FEVENUES . . . . v vvvvr v s e e e e (22,183) = (149) (22,332)
Revenues from :external customers . .M. L $1,198,016 146,982 257,933 ' $1.602,931
Depreciation arid AMOMIZALION . . v o v L. $ 114137 16,569 ' 19,371 1'% '.150,0§7
Intersegment eXpenses . . .. ... ...l $ 33920 (31,245) . 7(25,691) ' {23,018
Segment opera;ting ICOME « o o vt e $ 235,267 9,373 " 42,489 $ 287,129
Income before income taxes, minality interest and equity ' .
income of equnty INVESIMENES . o .o v v e e e s $ 241,666 6,972 43,289 .5 291,927
- Income tax expense ........................... . $ 80,876 4,925 17,485 . % 103,286
Equity in :ncomle of equity investmeants . . . ... ... ... ..., $ — 2,893 3,242 ' % 6,135 |
Net income . . R R $ 160,853 4,567 29,100 $ 194.5'20
_ Identifiable assets. .. ... .. ... e $1,320,552 178,135 230,712 . $1,729.399
Intzrsegment elliminations ......................... {318,475) . (1) (26) (318,502)
Toral assets . . : ................................. $1,002,077 178,134 230,686 % 1,410,8.97
; | ; ' , ) - : I
{in thousands) | Domestic-Based International-Based Merchant ,
Operating Segments - ' Support Services Support Services Acquiring Services , Consolidated
© 2004 . _ | _- : '
Revenues befolre reimbursables . . . ... ... .. ... ... . ... $ 848,367 108,252 — $ 956,619
Intersegment revenues . . ... ... L L — — — . '—
. Revenues before reimbursables frem external customers . . . . § 848,367 108,252 —_ ) ! $ 956,619
| Total revenues|. . .. ... ... ... e $1,071.967 115,051 — ' $1,187,018 -. !
INtErSEgIMEnt FEVENLIES « . . .. v v ve ettt e {10 ’ — — ; (10) L |
Revenues fromI external customers . ... .. ... ... ... ... $1,071,957 115,051 — %11 87,008 ‘|
Depreciation and amortization . .. ... ... ... L. $ 95430 13,158 — . 108,5'@
' Inzersegment expenses ........................... $ 22,045 (22,046} — $ 1 (1)
Segment oper'ating INCOME . . .. e e e & 196067 6,147 —_ . 3 202214
Inzome before income taxes, mingrity mterest and equity ‘L ’
] income of equity investments . ... .. ... L L $ 198,500 5,791 — ’ $ 204,291
- Inzome tax expense . . ... ........ o $ 66,535 3,147 7,528 $ 77,310
' ~Equity in incor!ne of equity investments e $ — 1,737 21,999 i $ 23736
Neat income . .i ................................. $ 131,966 4122 . 14,470 } $ 150, 558
.- . |dentifiable assets. . .. ... ... ..o $1,265,567 169,877 ' —_ $1,435, 444
* . lntersegment eliminations . . .. ... ... .. L L. L ‘ {153,501) . — : . — . {153,501)
i Totalassets . ... L $1,112,066 169,877 — $1.281,943

'
’

Revenues for domestic-based support services and merchant acquiring services include electronic payment processing services and other.
serwc es provided from the United States to clients domiciled in the United States or other countries. Revenues for international-based
support services|include electromcJ payment processing services and other services provided from facilities outside the Umted States to
cllents based predominantly outside the United States. '
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GEOGRAPHIC AREA DATA The Company maintains property and equipment, net of accumuiated depreciation and amortlzatlon in
the foIIownng geographlc a{eas | ' \ i .! i
| I : M | Vo At December 31,
. {in millions) \ .- : e ' 20("6 ‘ 2005! .
United States . ... ... :! ................. e N R R REE $204.7 211.1[’
. Europe . ........... T A T 63.1 553'
Japan............. 1i:= ...................... 1.9 1.4
Canada............5..L..... ‘ ................................. 0.1 0.1
Other ... .. ... R R SRS VRS SURUN | U 1.5 o1
Totals . ........ .. !iI ..................... U DR I A $271.3 2680,
[ . |
The following geographic area | data represents revenues for the years ended December 31 based on the domicile of the'Company's
customers: |] l i . { B i |
e ] — o ' 'i
fin miltions) P , 2006 E % || 2005 % 2004 % _.
United States . ... ... N L O - 81,4821 '82.9¢ $1,3541 845 § 9733 820
Europe. ..o P 1588 | 89| 1326 82 1026 86
Canada ........... T D L. 10204 571 899 56 8i2 70
Japan. .. .......... N . 1861 1.0 156 10 140 1.2
Mexico. . ... ....... S C. 1230 07 76 05 112 09
Other............. b . __134| _ 08!, 31 _02 27 03
Totals . ... .. REEEEES !I‘ cy e . $1,787.2 1 100.0|' $1,602.9 1000 $1,187.0 100.01
L ! | l |
GEOGRAPHIC AREA REVENUE BY OPERATING SEGMENT The following table reconciles segment revenue to revenues by |
geography for the years!ended December 31: : ' 5 I I ' ;
| ' : : |
: | t Domestic-Based InternationaI-Based Merchant !
! P Support Services Support Servicas Acquiring Services |
" fin millions) ' : 3 2006 2005 2004 2006  [2005 2004 2006 2005 2004
United States . . . . . .. g BT R $1,201.3 10971 ' 9733 § | - 1 —~ | —. %2808 2570 — !
Europe. . ... .. N L 15 12 15 1523 {1314 1011 - = =
Canada ............ B PO 101.5 895 83.2 L - ! _ = 0.5 04 —
Japan......... ..., E N — — — 186 |[156 ‘140 - — = |
T L L 12.3 76 - m2  |l— - v~ - = =
Other........ U i}. SR STTERTE 6.1 26 27 166 |i-— . — 07 _05. — |
Totals ... E N D $1,322.7  1,198.0 ‘1,071.9 18255 1470 1151 $2820 2579 — |
- Tt , . =
MAJOR CUSTOMERS: Folr the|years ended December 31, 2006 2005 and 2004' the Clorl'"npany had two major customers which

accounted for approximately 34.4%, 32.4% and 27.5%, respectively, of total revenues, Revenues from major customers for the year ended
December 31, 2004 are attntﬁutabie to the domestic-based support services segment Revem':els from the major customers for the years
ended December 31, 2006 and 2005, respectively, are pnmarlly attributable to the domestlcl based support services segment and the l

merchant acquiring serwéeslsegment ;
| 4 ' : ! ' I
. \ i I . . ¢ | ) ' ‘
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F Client

i A
Revenu2 .
(in’ mitlicns)

—Totals

Years Ended December 31,
2006 2005 2004 |

% of Total % of Total - "% of Total

Dollars Revenues Dollars Revenues Dollars, Revedues
$434.2 243  $357.37 223 $2201 18, sl
181.0 10.1 1621 101 106.5 9.0

$615.2 344  $519.4 324 $3266 275

v

NOTE 21 Supplemental Cz:ash Flow Information
Restricted Stoék Awards '

On October 23, 2006, the Compa1y issued 275,150 shares of
common stock with a market value of $6.7 million to certain key
emplo'.rees under honvested shares or services to be provided by
such employees in the future. '

Dunng the first quarter of 2006 the Company issued
150,775 shares oflcommon stock wrth a market value of $3.0 mil-
||on compared to 221,902 shares of.common stock with a market
value of $5.1 million in the first quarter of 2005, These shares are
issued to certain key executive ‘officers and non-management
members of its board of directors;under nonvested awards for
service-s to be'provided by such officers and directors in the future.

: On Juy 19, 2005; the Company |ssued 5, OOO shares of common

stock with a market value of $120, 000to a certain key officer under
arestrcted stock bonus award for services to be provided by such

{
ofﬁcer in the future:
I

,'Equrpment Acqurred Under Caprtaf Lease 7
‘ Obhqatrons

Lo

The. Company acqmred equipment under cap|ta| lease in the
amaunt of $3.8 imillion and $1.5imillion related to computer
.equipment in 2006 and 2005, resgectively.

'NOT'E 22’ Aequisitibns _ '
'TSY‘ Manags;d Services

-On November 16, 2006, TSYS arnounced an agreement wrth
1Merchants, a customer-contact crlnmpany, and a wholly owned
| subsidiary of Dimension Data, to cleliver a comprehensive range
Iiof menaged ser\:rices to financial institutions across Europe, the

| Midd e East andlAfrica. The agree;"nent combines the call-center

capabllltles of Me:archants with TSY% special business unit, both of
- which specialize i in customer- ‘servic] ng operations, including back-
‘ofﬂce cross-selling and up- -selling activities for financial institu-
trons engaged |n card issuing and merchant acquiring. The new
ventL reis called |TSYS Managed Services EMEA, Ltd. and includes
fexrstlng Merchants centers that ccmprise more than 200 seats in
erlton Keynes, | England, near london and Barneveld, The

1
' A

Netherlands, near Amsterdam. TSYS paid an aggregate consid-
eration of approximately $2.5 million, including drrect acquisition
costs.

Prior to the new agreement, TSYS contracted with Merchantsto
provide these services to TSYS' international clients. TSYS con-
solidated TSYS Managed Services’ balance sheet and results!of :
operations, as of November 16, 2006. The Company recorded the
acquisition of majority ownership as a business combmatron
requiring the Company to allocate the purchase price for the
assets acqurred and liabilities assumed based upon their re1at|ve
fair values. The Company has preliminarily allocated $323, 000 to
goodwill related to TSYS Managed Services. |

The acquisition of TSYS Managed Services allows TSYS to delilver

the same managed services to clients in Europe and the broader

region as it does to its domestic clients. TSYS Managed Servi:ces

operates as a separate, majorjty owned subsidiary of TSYS. Rev-.
enues associated with TSYS Managed Services are mcluded in

international — based support services for segment reportlng

purposes

TSYS Card Tech

On July 11, 2006, TSYS acquired Card Tech, L_td.,'a‘priva"tely
owned London-based payments firm, and related companies,
increasing* TSYS" electronic payment processing and merchant
acquiring capabilities and extending its geographic reach to Asra
Pacific, Europe, the Middle East and Africa. TSYS piard an aggre-
gate consideration of approximately $59.3 million, including

'

direct acquisition costs. . | 3

Card Tech, Ltd. was established in 1989 and marntams service
centers in London, England; Dubar United Arab Emrrates Nico-
sia, Cyprus, and Kuala Lumpur Malaysia.

Card Tech has mplemented its payments software for six of the 25
largest global banks and three of the largest global card |ssu'ers
Worldwide, the company has approximately 190 cllents fronl'r 70
countries — primarily banks. Its applications are certified by all of
the major global' payment networks. TSYS formed' and/or
acquired five companies in connection with the Card Tech, [Ltd.
acquisition, which the Company collectively refers to as TSYS

Card Tech. ,
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The acquisition of TSYS éard Tech allows TSYS to expand its
service offerings and enter, into;new markets. TSYS Card Tech’s
software applications an'e utllazed globally. TSYS Card Tech offers a
server-based system with an established global footprint for com-
prehensive issuing and écqumng services. T5YS Card Tech offers
products and services flor linstallment loans, credit, debit, mer-
chant acquiring and pr;epa‘id payment platforms in addition to
fraud, risk management, ‘authorizations, chargebacks, e-com-
merce and m- commerce solut|ons designed for the bankcard
market. TSYS Card Tech's appllcatlons are browser-based, multi-
lingual, multicurrency and muftl country {including double-byte-
enabled). 1 .

TSYS consoclidated TSYS Card Tech's balance sheet and results of
operations, as of July 11i 20|06 The Company is in the process of
finalizing the purchase pnce allocation and has preliminarily allo-
cated approximately $27. 4 rmlllon to goodwill, approximately
$24.6 million to other |dent|ﬂable intangible assets and the
remaining amounts to other assets and liabilities acquired. The
preliminary purchase pnlce aIIocaltlon is presented below:

(in thousands) '
Cash and cash equwalents! T $ 4,324
Intangible assets . . .. .1 L. . e 24,600
Goodwill. ... .. .. ... S U TR 27,430
Other assets . . ...... : | S .

. 12,502

Total assets acquired [ . !' I 68,856
Other liabilities . . . . . . ] ML TRTTE PR 9,565
Total liabilities assume?d t e 9,565
Net assets acquiredl o o ............ $59,29‘|l‘

. 1
Revenues associated with TSYS Card Tech are included in elec-
tronic payment processing ser\rlces and are included in interna-
tional — based support servllces for segment reporting purposes.

China UnionPay Data éo'., Ltd.

|
Effective November 1, 200% TSYS purchased an initial 34.04%
equity interest in CUP Data,.the payments-processing subsidiary

of China UnionPay Co., Ltd (CUF’) Effective August 1, 2006, TSYS,
increased its ownership |nterest to, 44.56% of CUP Data for'
$15.6 million. CUP is sanctioned by the People’s Bank of China, .

China’s central bank, andihag become one of the world's largest
and fastest-growing payrr}ents networks. CUP Data currently pro-

vides transaction prc.‘:cesssmg,l dlsaster recovery and other services’

for banks and bankcard |ssuers in' China. In its first two years of
business, CUP Data has 5|gned numerous processing agreements
for several of China’s largést fi Fnancnal institutions. The acquisition
of an equity interest in CUP Data allows TSYS entry into new
markets internationally. Ir

" account for its mvestment in CUP Data. The difference between

“Goodwill. .. Fo L . 39773

" ations in TSYS' consolidated financial statements. In accordance

' ‘ !

The CompanIy is usin'g the equity method of accounting to

. the cost of the lnvestment and the amount of underlying equity in
net assets of CUP Data is recognized as goodwill. The purchase
price allocation relattizdl to the acquisition is presented below:

(in thousands) | i o .
Total assets a::quired S $12,921

Net assets acquired L $52,694
. ' i !
The goodwill assocnated with CUP Data is not reported as good
will in the Companys balance sheet, but is reported as a com- i )
ponent of the'equity mvestment
! ¥
TSYS Acquiring Solutions, L.L.C.
{

1
Vital Processin'g Service's, L.L.C. (vital}, a limited Iiability company,?
was establlshed in May 1996 as a 50/50 joint venture between!
TSYS and Visa: U S.A. (Vlsa) Vital was renamed as T5YS Acquiring |
in April 2006. , TSYS Jlﬁthumng provides integrated end-to-end |
1 electronic transactlon processing services primarily to large finan-
cial institutions and other merchant acquirers. TSYS Acquiring -
,processes all paymer!ttl forms including credit, debit, prepaid, |
electronlc beneflt transfer and electronic check for merchants of

all s:zes acrosss‘a wide array of retail market segments.

1
i
|
i

On March 1, 2005, TSYS acquired the remaining 50% of TSYS )
Acquiring fron!] Visa fpr $95.8 million in cash, including dlrect|
acquisition’ costs of $794,000. TSYS Acquiring is now a separate, I
wholly owned subsrdlary of TSYS. As a result of the acquisition of

control of TSYS Acqumng, TSYS changed from the equity method \
.of accounting for the investment in TSYS Acquiring and began

consolidating TSYS Ac{qurrmg s balance sheet and results of oper- I

with authoritative acclountlng guidelines, TSYS recorded the ‘
acquisition of the 1ncre!rnenta| 50% interest as a business combi-

nation, reqmrlng that |'I:SYS allocate the purchase price to the l
assets acquired and liabilities assumed based on their relative fair |
values. The Company { flnallzed the purchase price allocation dur-

ing the first quarter of 2006 and has allocated $30.2'million to |
goodwill, $30. 5 million|to other identifiable intangible assets and
the remaining amount 1o the assets and liabilities acquired. Cf the
$30.5 million other |dent|f|able intangible assets, the Company
has allocated $18.5 mllllon to computer software and the remain-
ing amount to lother in |r|1tang|b|e assets. The acquisition of TSYS
Acquiring allows TSYS to be a provider of value-based services at
both ends of the paym'ent chain and allows TSYS to expand the
services offered to thej Company's largest customers. Revenues
associated with: TSYS Aclqulrlng are included in merchant acquir-
ing services and are cIassnﬁed in merchant acquiring serwces for
segment reportlng purposes

|

1



i

Since |SYS acqurr‘ed less than 100% :of the outstanding shares of
the acquired enterprise, the valuz }tlon of assets acqmred and
liabilities assumed in the acquisition was based on a pro rata
allocairon of the fa:r values of the .'assets acquired and liabilities
assumed and the‘ historical flnanuaII statement carrying amounts
of the assets and I|ab|ht|es ofthe acqmred enterprise. As a-result,
TSYS recorded thle fair value of thel 50% interest of TSYS Acquir-
mg s assets acqunred and liabilities lassumed as of March 1, 2005,
The Company recorded the remaining: 50% -interest of TSYS
Acqun.mgs assetls and liabilities at historical *carrying values
The purchase prtce allocation is presented below:

(m thousands)

Cash and cash equivalents. ... .. .. .. T $ 19,399

Intangible assets . .. ... ..., ... 30,500

Goodwill. . . .. | L e 30,211

Other assets . . ! ............... A N 47,563

© Total assets adquired ..................... 127,673

cher liabilities 1. ... ... ... 31,830

v Toltaliliabilities assumed . ... .. ... 31,830 .

Minority interest . .. ... ... e 49
Net assets acquired ......... e $ 95,794

Eﬁectwe October 1 2005, TSYS :lcquured the remaining 49% of
Merlm a subsudlary of TSYS Acqulrlng for approximately $2.0 mil-
|I0n TSYS recorded the acquisition of the incremental 49% inter-
‘estas a business combination reqlu|r|ng the Company to allocate
'the purchase pr}ce ‘of the assets al.qwred and liabilities assumed
1ba:;ed on their relative fair value, The' Company has allocated’

"1$1.9 million to Jgoodwsli related : o the acquisition of Merlin by
. ‘TSYS Acqumng|

TS‘(S Preparo' Inc.
:On ﬂ\ugust 2, 2004, TSYS comp1eted the acquisition of Clarity

. ’Payrnent Solutnons Inc. {Clarity} for 353. O million in cash and had

direct acquisition costs in the arhount of $515,000. Clarity was
renamed TSYS Prepald Inc. The Company finalized its purchase
t price allocation and allocated approximately $3%.6 million to
. goodwill, apprloxumately $10.9 million to other intangibles and
" the remaining amount to the assets and liabilities acquired. Of the
; $10.9 million mtanglbles the Corlnpany has allocated $8.5 million
f to computer software and the relmalnmg amount to other intan-
+ gible assets. TSYS Prepaid is a provider of prepaid card solutions
' that utilize the Visa, MasterCard, EFT and ATM networks for

F

|
J
|

=

Fortune 500 companies as well as domestic and international
financial institutions. The Company believes the acquusmonl of
TSYS Prepaid enhances TSYS" processing services by addlng
enhanced functionality and distinct value differentiation for TSYS

- and its clients. TSYS Prepaid operates as a separate, wholly owded
» stibsidiary of TSYS. Revenues associated with TSYS Prepaid ¢ bre

included in electronic payment processing services and are clas~ »

* sified in domestic-based support services for segment reportmg

purposes. The purchase price allocation is presented below: ,

(in thousands) . . I .
Cash and cash equivalents. ................... % 2,{122
Restricted cash . . .. ..... .. Ll 16,672
Intangible assets . . .. ............ ... Ll 10,;900
Goodwill. . .......... ... e L. 39,619
Other assets .............................. 4,81 7,
Total assets acquured ...................... 74, 430 '
Other liabilities . .. ... ... 20 915
Total liabilities.assumed . ... ... ... . 20,915
Net assets acquired ............. SRR P $53!515

Pro forma

1 + .
Presented below are the pro forma consohdated results of oper-
ations for the year ended Decémber 31, 2005, Bs though the

. acqursmon of TSYS Acquiring had occurred on January 1, 2005

This pro forma.information.is based on the hlstlonca! flnanmal
statements of TSYS Acquiring. Pro forma results do not mclude
any actual or anticipated cost savings or expenses | of the planned
integration of TSYS and TSYS Acquiiring, and are not necessanly
indicative of the results wh|ch would have occurred if the busuness‘
combination had been in effect on the dates |nd|cated or v!rh|ch
may result in the future. ‘

Year En:ded
December 31,
(in thousands, except per share data) : _&_ .
Revenues......... ... ...c.ooniiionnnns $1, 646 520
Netincome . .. oot e 196 517
Basic earnings pershare . ......... ... ... h.00
Diluted earnings pershare . . ... ........... 1.00

The pro forma impact of the TSYS Card Tech and TSYS Managed
Services acquisitions on revenues and net income for perlods
prior to the acquisition was not material.
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~+  The Board of Directors.| || i
t

Total System Services, Inc.: |i _
! .
‘ i 1

We have audited the accombanyang consolidated balance sheets of Total System Services, Inc and subsidiaries as of December 31,2006 .
and 2005, and the related consolidated statements ofincome, cash flows and shareholders eqmty and comprehenswe |ncome,for each of |
the years in the three- yearwperaod ended December 31, 2006..Thesé consolidated flnanC|aI statements are the responsrbrhty of the !
Company's management Our responsibility is to express an oplnlon on these consolldated financial statements based on our audits. l

|
l .
!
|
|
|
|
i
!

|
t
)
!
I
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‘
We conducted our audrts m accordance with standards of the Publlc Company Accountlng iOversight Board {United States) Those '
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements ‘are free of
material misstatement. An audit- mcludes examining, on a test basrs evidence supportlng the amounts and disclosures in the financial b
statemnents. An audit also' includes assessing the accounting pnnmples used and significant estimates made by management as well as |
evaluating the overall flnandal statement presentation. We believe that our audits prowde ajreasonable basis for our opinion. -

{ '
In our opinion, the consoltdated fmanaal statemenits referred to above present fairly, in ]aII matr.;nal respects, the financial position of Total
System Services, Inc. and subsrdranes at December 31, 2006 and 2005, and the results of thelroperanons and their cash flows for each of

the years in the three- year p;ertod ended December 31, 2006, i conform|ty with U.S! generally accepted accounting pnncndles
{

method of accounting for stocklbased compensation as requrred by Statement of F|nabr:|a! Accountung Standards No 123(R),
“Share-Based Payment ; L _ l i . ‘ ;
| - : . !

As discussed in Notes 16 and i1 710 the consolidated financial stateents, the Company adopted tihe recognmon and disclosure prowsrons
of Statement of Financial Accountlng Standards No. 158, *Employers’ Accounting for Defined Benefrt Pension and Other Postretirement
Plans,” as of December 31 2006! ] : H I L ' . . |

. 1 ‘ ' . ; 't
We also have audited, |n adcordance with the standards of the Py bhc Company A]ccountr 1g!; Oversnght Board {Unlted States) the
effectiveness of Total Systern Services, nc.’s internal control over financial reporting as of December 31, 2006, based on criteria establlshed
- ininternal Control — Integrated Framework issued by the Committee of Sponsoring Org';amzatlc')ns of the Treadway Commission (COSQ),

. and our report dated February 28, 2007 expressed an unqualified opinion on managements assessment of, and the effective operation of,
internal control over flnanaal reportlng ' . ! {

' e om
}? ; . * !

1

I

As discussed in Notes 1 and\M tolthe consolidated financial statements effective Januiary 1, 2006 the Company adopted the fair value ‘
|
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Managements Report on Internal Control Over Financial Reporting

The management of Total System & Services, Inc. (the Company) is responsible for establishing and maintaining adequate miternal conitrol

~over financial reporttng as defined i nn Rule 13a-15{f) under the Securities Exchange Act of 1934. The Company maintains accounting and
internal control systems which are mtended to provide reasonable assurance that assets are safeguarded against loss from unauthonzed

" use or disposition, transactions are executed in accordance with management's authorization and accounting records are reliable for

prepering financial statements in cccordance with accounting principles generally accepted in the United States.

i
1

Interral control over financial reportmg cannot provide absolute assurance of achieving financial reporting objectives because of its
inherent limitations. Internat control over financial reporting is a process that involves human diligence and compliance and is subject to
lapses in ]udgment and breakdowns resulting from human failures. Internal control over financial reporting also can be curcumventec'i by
collusion or |rnproper management override. Because of such limitations, there is a risk that material misstaterents may not be prevented
or detected on a timely basis by mternal control over financial reporting. However, these inherent limitations are known features of the
finanzial reporting process. Thereiore, it is possible to design into the process safeguards to reduce, though not eliminate, risk.
t

The (,ompanys management assessed the effectiveness of the Company's internal control over financial reporting as of December 31,

T 2006. In makmgfth|s assessment, management used the critéria set forth by the Committee of Sponsoring Orgamzatlons (COSO) of the

.Treadway Commission in InternallControl — Integrated Framework.

The Company acquured TSYS Card Tech, Ltd. (TSYS Card Tech} and TSYS Managed Services EMEA, Ltd. {TSYS Managed Semces) during

v 2006, and management excluded from its assessment of the effectiveness of the Company’s internal control over financial reportrng as of

December 31, 2006, TSYS Card 'Iechs and TSYS Managed Services’ internal control aver financial reporting assouatediwuth 4. 6% and

" 0.9%, respectw‘ely, of total consolidated assets and 0.7% and 0.1%, respectively, of total consolidated revenues lncluded |n the

concolldated financial statements of Total System Services, Inc. and subsidiaries as of and for the year ended December 31, 2006.

Based on our assessment managément beheves that, as of December 31, 2006, the Company’s internal control over flnanmal reportlng is
' effective based on those criteria.

Mar agement’s assessment of the' effectiveness of internal control over financial reporting as of December 31, 2006 has been audited by
1t KPMG LLP, the :ndependent reg|¢itered public accounting firm who also audited the Company’s consolidated financial statements. KPMG
_LLP’s attestation report on management’s assessment of the Company's internal contral over financial reporting appears on page 88
hereof. i

| |
Philip W, Toml:inson ) James B. Lipham

Chairman of tfile Board & Senior Executive Vice President &
Chief Executiv;e Officer Chief Financial Officer
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Report oflndep;e ,
Iy l

The Board of Directors
-Total System Services, Inc.: ‘l : \ J .
We have audited managementsiassessment included in the accompanymg Management's R,’eport on Internal Control over Financial |
Reporting, that Total System Services, Inc. maintained effective mternalcontroloverﬁnancnal reporting as of December 31, 2006, based on |
criteria established in Internal Control — Integrated Framework issued by the Comm|ttee of Sponsonng Organizations of the Treadway
Commission (COSO). Total §ystem Services, Inc.'s management is responsible for maintaining éffective internal control ovér financial |
reporting, and for its assessment of the effectiveness of internal control gver financial reporting! Our responsibility is to express an opinion

[XI
on management's assessment, and an opinion on the effectiveness of the Company's internal cc':ntrol over financial reporting based on our
audit. l ; "

dent Registered Publlc Accollpnting Firm

o : H ,"l : i

{
1
|
We conducted our audit in dccordarice with the standards of the Public Company Accountnng Overslght Board (United Statles) Those !
standards require that we pIan and perform the audit to obtain reasanablé assurance about whether effective internal control overfinancial |
reporting was maintained |n afl materaal respects. Our audit included obtaining an undersitandlng of internal control over financial k
reporting, evaluating managements assessment, testing and evaluating the design and operating effectiveness of internal contro| and |
performing such other procedures as we considered necessary in the circbmstances. We believe that our aud|t provides a reasonable basis |
for our opinion. ! - . : SN

.t [ - ' ! l

A company’s internal control. over financial reporting is a process, demgned to provide, reasonable assurance regarding the rehab|llty of
financial reporting and the preparat|on of financial statements for external purposes in accordlance with generally accepted accounting
principles. A company’s |nternal control over financial reporting includes those policies and procleldures that {1) pertain to the maintenance
of records that, in reasonable'detaﬂ accurately and fairly reflect the transactions and dlsposmons of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to ipermit preparation of| financial: statements in accordance with
generally accepted accounting pnncuples, and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (3) prowde reasonable assurance.regardlng revention or timely
detection of unauthorized acquisition, use, or dlsp05|t|on of the, company’s assets that couldlhave a material eg ct on the financial
statements. l | i ' . ) ' ; '

Because of its inherent iamltatlnlons mternal control over financial reportlng may not prevent or detect misstatements. Also, prOjectlons of

- any evaluation of effectiveness to futire periods are subject to the risk that controls may betame inadequate because of changes in

conditions, or that the degree of domphance with the policies or procedures may detenorate'

In our op|n|on rnanagements assessment that Total System Services, Inc. rnamtamed ef‘Fectlve internal control over financial reportlng as
of December 31, 2006, is fatrlg} stated,.ln all material respects, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsonng Organizations of the Treadway Commission (COSO). Also, in our op|n|on Total System Services,
Inc. maintained, in all matenall respects, effective internal control‘over financial reporting as c')f December 31, 2006 based on criteria

. established in internal Control-—lntegrated Framework issued by the Committee of Spohsonng Orgamzauons of the Treadway
. Commission (COSO). i ] i i ‘ |

> . H l . . i
Total System Services, Inc. acgmred TSYS Card Tech, Ltd. (TSYS Card Tech) and TSYS: Managed Serwces EMEA, Ltd. (TSYS Managed

+ Services) during 2006, and management excluded from its assessment of.the effectiveness of TotaI System Services, Inc.s |nternal control
over financial reporting as Df December 31, 2006, TSYS Card Tech's and TSYS Managed Ser\nces internal control over financial repomng

1

KPMe wp

Atlanta, Georgia |

associated with 4.6% and 0! 9%, respectnvely, of total consolidated assets and 0.7% and :1%, respectuvely, of total consolidated revenues

_included in the consohdated fanancnal statements of Total System Seivices, inc. and subsidiaries as of and for the year ended December 31,

2006. Our audit of internal control overfmanmal reporting of Total System:Services, Inc. also excluded an evaluation of the |nternal control
over financial reporting of TSY[S Card Tech and TSYS Managed Serwces ol i

| J
We also have audited, in accordance with the standards of the Publlc Company Accounting [Oversight Board (United States), the
consolidated balance sheets of Total iSystem Services, Inc. and subsrdlanes as of December 31 2006 and 2005, and the related
consolidated statements of income, cash Hlows and shareholders' eqiity and comprehenswemcome for each ofthe years in the three-year

-period ended December 37, 2006' and our report dated February 28, 2007 expressed an ung jualified opmlon an those consohdated

fmanaal statements. .
1 - t
v 4
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February 28, 2007 ‘




Qua'rterly ‘Financial Data (Unaudited), Stock Price, Dividend Information

SYS' common stock trades on the New York Stock Exchange (NYSE) under the symbol “T$S.” Price and volume information appears
under the abbrevnlataon “TotlSysSve{ in NYSE daily stock quotation listings. As of February 20, 2007, there were 6,914 holders of record of )
TSYS common stock, some of whopm are holders in nominee name for the benefit of different shareholders.

the present intention of the Board|of Directors of TSYS to continue to pay cash dividends on its common stock.

Presented here is a summary of t'n-= unaud|ted quarterly financial data for the years ended December 31, 2006, 2005 and 2004,

The fcurth quarter dividend of $0. (i7 per share was declared on November 21, 2006, and was paid January 2, 2007, to shareholders of
recorclon December 21, 2006. Tota' dividends declared in 2006 and in 2005 amounted to $53.2 million and $43.4 milion, respectively. Itis

0

| i " First Second Third . Fourth
(In thousands except per share data) Quarter  Quarter Quarter Quarter
2006 Revenues ......................................................... $412,290 429165 441,815 503,901
N Operatmg COMIE . . e e 71,857 84,731 72,257 128,237
’ Net income . . T T T I IR 50,393 57,406 54,306 @ 87,058
Basic earnings per share. . ... .. e 0.26 0.29 0.28 0.44
Diluted aarmngs per share . .. .. .. e e e 0.26 0.29 0.28 0.44
Cash dividends declared. . . . . . .. S . 0.06 0.07 0.07 . 007
. Stock prices: . . |
! High L 20.79 20.76 24.02 26.61
Low. . .|.......... ... ) e e e e e e e e e 18.54 17.92 17.87 22.40
Close . |- oo e 19.92  19.25 2283 2639
2005 Revenues.] ............. e e e e $349,983 410,244 421,970 420,734
. Operatlng income. . ...... O 66,306 76,344 72,332 72,445
NELIMCOME © « o ot vt e e e e e e e e e e e e e 456,123 50,643 48,056 49,698
Basic earnings pershare ... e 0.23 0.26 0.24 0.25
Diluted earnings pershare . . . ... .. ..o s 0.23 0.26 " Q.24 PO 25
Cashdividends declared . .. ... ... ... ... ... il . 004 0.04 0.0 0.06
Stock prlces :
r High . o e e 25.50 25.88 25.20 23.65
E oW . . e e e e e e e e e e e 22.00 22.48 22.51 17.76
. Close. | . .. e 24.99 24.10 23.31 19.79
(2004 ReVENUES!. ... ... ... ... $ 285,236 289,622 304,993 307,157
, Operatlng MCOMIE . . e e e e 44,142 47,272 51,995 58,805
' Net income . . ... .. e e e . O 32,561 35,886 39,141 42970
Basic earnings per share ............ e e 0.17 0.18 0.20 0.22
' Diluted earnings oer Share . . . ..., oo ettt 0.17 0.18 0.20 0.22
1 Cash dividends declared . . . ...« ..ottt 0.02 0.04 0.04 lo.oa
Stack prices: . .
o HIGh . L ot 31.27 23.74 25.52 26.66
Low . . b e 19.47 21.00 20.89 22.59
i Close. b o 21.07 2190 25.24 24.30
] -
'
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Shareholder Information

1

|
Corppmt;e Headquarters *
TSYS
1600 First Avenue
PO. Box 2567 i
C0|umbl:JS GA 31902-2567
WWW, tsys com
+1.706. 649 2310

.ot

Stock Trading Information

TSYS con'”nmon stock is trac ‘ed as

"TSS" on the New York Stork Exchange
{NYSE). F‘nce and volume information
appear under the abbrevscuon
"TotISys'Svc in NYSE daily stock
quotation listings.

Dwndend Reinvestment

and Dlrect Stock Purchase Plan

The TSYIS Dividend Relnvestment and
Direct Stock Purchase Plar; provides

a comprehenswe package of services
de5|gned to make :nvestlrig in TSYS
stock eellsy, convenient and more
affordable. You may reque st information
about tlpe Dividend Reinvizstment and
Direct Stock Purchase Plan over the
phone bt +1.800.503.8903.

New Investors :
You can join the Plan by making an
initial investment of at least $250, which
includes an enrollment fe?a of $15.

TSY5 Shareholders

You can participate by submitting a
complleted enrollment form. If your
shares are held in a brokerage account,
you must first register sorne or all of
your shares in your name.

Dividend Reinvestment
) You'can invest all or a pait of your cash
dividends to accumulatemore shares
withOLI}t paying fees.

i

Optional Cash Investments

You can purchase additional shares by
investing between $50 at any one time
and $250,000 in total per calendar year.
If you wish, we can withdraw funds
automatically from your bank account
each month to purchase shares.
Purchases are made weekly, ar more
often if volume dictates. Fees are
lower than those typically charged

by the financial-services industry.

Safekeeping

You can deposit your certificates with us
for safekeeping at no cost to you. You can
request a certificate any time at no cost.

Gifts and Transfers of Shares

You can make gifts or transfers to
others. Contact Mellon Investor Services
at +1.800.503.8903 or your investment-
advisory firm for more information.

Sale of Shares

You can sell some or all of your shares
when you choose at fees lower than those
typically charged by the financial-services
industry. Shares are sold weekly, or more
often if volume dictates. For an enrcllment
package, contact our automated request
line at +1.800.503.8903.

Form10-K

A copy of the company’s 2006 Annual
Report on Form 10-K, filed with the
Securities and Exchange Commissicn,
is available at no charge upon written
request to Investor Relations at the
addresses below:

Shawn Roberts

TSYS Investor Relations
PO.Box 120

Columbus, GA 31902-0120
shawnroberts@tsys.com

‘

Annual Shareholders’ Meéting
The Annual Meeting of Shareholders
will bg held on April 24, 2007, at
10 2.m. EDT at the TSYS Riverfront
Campus Auditorium in Columbus,
Georgia. '

Independent Auditors
KPMG LLP _ i
Atlanta, Georgia

Investor Relations .

Analysts, investors and others seeking
additional information not avaIIabIe at

tsys.com should contact:
i

Shawn Roberts o
TSYS Investor Relations |
PO Box 120 K
Columbus, GA 31902-0120
+1.706.644.6081 |
shawnroberts@tsys.com

Current shareholders requiring
assistance should contact Mellon
Investor Serwces ' !

PO.Box 3315 ;
South Hackensack, NJ 07606-1915

Registered Mail or
Overnight Delivery:

480 Washington Blvd.
Jersey City, NJ 07310 ¢

Telephone Inquiries:
+1.800.503.8903
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Online Access A S l'Form 10—lKTancl NYSE Certifications

' |
Online Services at  tsys.com l, ! ", TSYS has flled the Ch eg‘ Executrve Officer and Chief | -y
You can purchase your.rmtlal shares online at tsys.com. ' ‘ Financial Offrcer certrf:catuons requrred by Section 302/0f .

* Make address changes ’ l . : :
* Qbtain a dupllcate 1099 tax form ‘ ' "
* Requesta d:wdenlﬂ check r'eplacement "
* Receive annual meetmg materlals electronically oo

; L ' C ' '
o L ' l ' L . "
Caut:onary language regardlng forward-looking statements: ' i l ’ : ‘
This annual report to shareholders contains forward-looking statements which by their nature mvolve risks and |
uncertainties. Please refler to TSYS Annual Report on Form 10- Kflled with the Securities and | Exchange Commission i
for information concerning forward- looking statements, under the caption “Safe Ha:rbor Sta:t%ment and for a description
of certain factors that may cause actual results to differ from goals referred to herein or contemplated by such statements.

| ' | l ; '
© 2007 Tota| System; Servrces Inc ® All rights reserved worldw:de Total System Servllces Inc, and TSYS® are federally
registered service marks of Total System Services, Inc.; in the Unrted States Total System Serlvrces Inc;, and its affiliates own

| |
a number of service marks thalt are registered in the United States and in other countr:es Al
names are trademarks of their respectlve companies.

TSYS makes it easy’and corlwenlrent to get current +the Sarbanes- Oxley Act of 2002 as exhibits to its 2006 | E
information on your shareholder account any time. ‘1 Annual Report on Formn 10-K and submitted to the NYSE in I
: _ i l l | . i 2006 the Chreif Exech\le Officer's annual certification that l
You will have access to: ‘ ) . . heis not aware of any4V|olat|on by the company of the l\lYSE i
. » View account status g o | 1, corporate- governance listing standards ! |
"» Purchase or sell shares ! l _ v l ) ! !
* View book-entry rrllformatlon ' ’i ' l l l ! ;
. * Request certrﬂcate |ss'uancé l ‘ ‘ / X , ' : ‘
» Establish or change your PIN ! i . S g |
* View payrment hlst'orylfor duvrdends ' : b | P l E !
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other products and company
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P.O. Box 2547

1600 First Avenue
Columbus, GA 31902-2567

|

+1.706.649.2310G

m

www.lsys.Cco




